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Foreword 


W ITHIN recent years great changes have taken place in 
general economic thought in almost all nations. A minority, 
however, have cried out in this wilderness against such a general 
trend, pointing out to us that the “common herd” is being 
stampeded by misleading propaganda to such an extent that one 
of man’s most precious heritages, freedom or liberty, is being 
gradually destroyed. We all admire these men who, though 
greatly outnumbered, have the courage to speak frankly and 
without fear of the criticism and insinuations which will always 
be hurled their way by the so-called "liberalists.” These men 
stand as great beacons for the civilized world by reminding it of 
the traditional principles which have proven their worth over 
the ages. Among the outstanding leaders in this movement have 
been Gilbert M. Tucker (the present author), William A. 
Patton, Henry Hazlitt, and others. 

In the present treatise the author warns at the outset that he 
will be presenting his own views and observations. Full freedom 
is permitted for other opinions. The position of the author in 
regard to his statement that he has no obligation to present 
contrary or subversive ideas in his own treatise is quite sound 
and commendable. In other words, there is a place and a con¬ 
siderable need for this defense of man’s inalienable right to 
"life (and the enjoyment of it to the fullest), liberty, and 
property.” 

This treatise proceeds from a sound and realistic basis: a 
psychology which recognizes the self-interest of mankind. No 
force in' all the universe, unless it be the Creator, could possibly 
chan ge such a fact. Many writers within recent decades would 
have us believe that this natural law has been repealed—or even 
that there are no natural forces which mankind must recognize. 
Such positions are absurd. Any economic system based upon any 
other psychological basis always has failed and always will fail. 
This treatise faces up to that reality. 

There are many excellent quotations and illustrations offered 
in this book. These make it far more interesting and alive than 
the average treatise. In fact, the author is to be highly com¬ 
mended for helping to simplify the complex area of economics. 
Too often writers seem to prepare their textbooks for the pro- 
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fessor rather than the student. This textbook has been pitched 
on the level of the student. 

The author is at his best in the treatment of inflation, business 
cycles, international trade, and the American trend. We highly 
agree that the seeds of civil war are sown whenever governments 
unnecessarily extend their power and shackle mankind. That has 
been the history of man’s struggle. Surely we should learn our 
lesson from history in this respect and seek to avoid such chaos. 
The author warns us here in true prophetic fashion. 

Several of the points treated herein are controversial, how¬ 
ever, and many of us may have somewhat different views. The 
ideas of the author with respect to rent and inheritance arc 
quite interesting and novel. We do not necessarily intend to place 
a stamp of approval of these views but do commend them for 
careful study and analysis. Therefore a recommendation of this 
book does not necessarily imply agreement with every point, 
but, if there is disagreement, it is the opinion here that the 
author presents his side clearly and in a way which should 
arouse interest and awaken discussion; and is not this more to 
be desired than thoughtless acceptance? 

By way of conclusion, it seems that this treatise is most signifi¬ 
cant for its treatment of the American way and the basic economic 
principles underlying it which we must all observe or suffer the 
consequences. It is a vital message. The future of our country 
depends upon a careful appraisal of our recent trends and the 
redirection of our energies to the preservation of our liberties. 
This is a prophetic book indeed in many respects. 

H. Owen Long, Ph.D. 
Department of Economics 
Kentucky Wesleyan College 
Owensboro, Kentucky 
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Introduction 


E CONOMICS is a controversial subject, and on many points 
there is wide difference of opinion even among the best 
informed. This latitude of thinking sometimes leads to an advo¬ 
cacy of teaching "without bias,” presenting a wide range of 
opinions, often in conflict, leaving it to the student, immature 
and inexperienced, to pick whatever happens to appeal to him. 
This is urged as "open-minded” and tolerant, but too often an 
open mind is a mind wide open at both ends, letting everything 
trickle through and leaving no conviction, and tolerance means 
a wobble-mindedness, arriving at no definite opinions and en¬ 
dorsing nothing. With these attitudes the writer differs, for he 
believes that a teacher should have some convictions which he 
is willing to teach and to defend. 

This book may be characterized by a positiveness not always 
found in economic textbooks, but we feel that each should teach 
truth as he sees it, leaving to others the advocacy of philosophies 
which he rejects. We make no pretense of stating both sides of 
every question if one side is, in our opinion, right and the other 
side wrong; and when it comes to discussing communism, 
socialism, and other questionable or dangerous cults, we limit 
ourselves to expounding their fallacies and failures. Washington 
said, "If, to please the people, we offer what we ourselves dis¬ 
approve, how can we afterwards defend our work?” Let the 
other fellow have his say and preach what he pleases, but it is 
not incumbent upon us to let him preach his heresies in our 
pages or in any institution with which we are connected. 

Despite this position, we recognize wide divergence of thinking 
and background and do not believe that a subject like economics, 
in which there is such conflict of opinion, should be taught 
dogmatically. Aside from fundamentals, such as definitions and 
factual premises comparable to the axioms of geometry, we 
would not insist upon agreement by die student with every 
statement. A forced agreement is not sincere conviction, and 
dissenters should be reasoned with and, if possible, led to see 
the truth, but not bulldozed. 

Education means leadership. It is the duty of the teacher to 
lead and he can only hope, but not require, that the student 
shall follow. Many believe that every side must be given equal 
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emphasis; but, in teaching history, science or almost any other 
subject, we would not teach exploded or unsound ideas. Yet in 
economics and other social subjects, the teacher is sometimes 
expected to show no discrimination between what he considers 
sound and what he considers unsound. Such teaching leads only 
to confusion and bewilderment, especially to the immature mind. 

We question the sincerity of some appeals for open-minded¬ 
ness and tolerance. There is sometimes much tub-thumping and 
demand for “freedom of speech,” but often crackpots who have 
had their say endeavor to suppress the teaching of more reasonable 
philosophies, branding them as narrow, intolerant, and reac¬ 
tionary. Of this spirit we see many cases—the daily paper is full 
of them. But if the reader questions our statement, we refer him 
to Collectivism on the Campus by E. M. Root, which tells of 
the systematic attempt on the part of those who professedly 
stand for academic freedom, to prevent free expression of belief. 
It is the faculty and not the student who is intolerant of differ¬ 
ence of opinion. 

Common-Sense Economics has been written more with the 
thought of stimulating thinking and discussion than as a cate¬ 
chism of questions and answers. We append to each chapter a 
few leading questions, not necessarily demanding a yes or no 
answer but as suggestions to promote discussion and argument. 
Some see the mind of the student as a tank to be filled with a 
conglomeration of "facts,” often more or less questionable. 
Teaching consists of prodding the student in recitations to drag 
out information stored in his mind, and examinations are & 
process of siphoning off samples to sec if what has been put in 
has stuck or if it has leaked away, evaporated or soured. This is 
not teaching; it is trying to find out what the student has already 
learned. We see the mind as a machine which can accomplish 
much if trained and taken care of. Examinations should consist 
of watching the machine in action, keeping it in adjustment, 
and gauging its efficiency. Facts discovered by using our minds 
will be long remembered but items dropped into an unfunc¬ 
tioning vacuum are soon forgotten. 

Economics is not easy to teach. To offer, as an introduction, u 
mass of statistics, graphs and formulas, sometimes with discus¬ 
sion cloaked in a jargon of strange words, creates a prejudice. 
No wonder many think it is uninteresting and difficult! But 
Carlyle was wrong in calling it “the dismal science.” It is a 
very live subject, full of human interest; a study of how wc 
make our living, of our relations with one another, and everyday 
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questions—why men are out of jobs, how to run a business, 
the taxes we pay and how they can be made easier, why prices 
are high, why there is a shortage of housing, how to make pro¬ 
vision for old age, and a hundred other questions which are on 
everybody’s tongue today. 

We see no reason for making the elements occult mysteries 
and cloaking fundamentals with formulas and a strange vocabu¬ 
lary. That economics can be made easy has been demonstrated by 
the success of John Burger, whose system teaches economics to 
children scarcely out of kindergarten. Elementary, yes, but he 
gives them ideas on fundamentals of economics which many 
professional economists miss. 

Carlyle was wrong too when he called economics a science, for 
the human factor enters into it. The relations of the sides and 
angles of a triangle are constant, definite and unchanging, but 
reactions of capital and labor are not fixed. You cannot reduce 
dealings between a buyer and seller to hard and fast equations 
as you can the relationship of the diameter to the circumference 
of a circle. Human judgment and human prejudice enter. The 
employer, worker, buyer, seller, creditor or debtor may act 
according to rule, but often each acts in a totally different way 
just to see what will happen! This strong human interest, this 
human equation, is something which makes economics intensely 
interesting to alert minds. 

Aid your students to reason logically and to see the truth, 
for the very fact that we cannot teach a subject like economics 
as we would teach geography or chemistry makes it all the more 
important to discriminate between truth and error and to guide 
the beginner. In an exact science we can prove our case: in a 
controversial subject it is necessary to present our case and point 
out fallacies. Encourage students to have ideas and to form 
opinions, but keep in mind the derivation of the word "educa¬ 
tion”—a leading forth. This applies especially at undergraduate 
levels. With proper guidance a student will generally see the 
truth. 

In a beginner’s class there is little room for supplementary 
reading and study, and it is better, to encourage definite thinking 
than to confuse the student with conflicting reading. We there¬ 
fore offer no bibliography or documentation, but we do suggest 
a few books for the teacher’s use, to supplement his reading and 
perhaps the reading of aggressive students. 

Students like to argue: it is the idea of what the boys call a 
"bull session.” By argument and discussion students are trained 
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in systematizing their thinking, putting it into words and pre¬ 
senting it as reasoned, logical argument. Such training is invalu¬ 
able to everyone—the necktie salesman on the corner, the great 
jurist in the Supreme Court, or a history-making diplomat. 
Robert Louis Stevenson well said, "The problem of education 
is two-fold, first to know and then to utter.” The very ability to 
express our ideas is a part of education, and such education is 
vital. 

Those schools that have live debating societies are fortunate, 
for with guidance, students will often find as much zest in the 
competition of the debate as on the athletic field. To channel 
such activities into lines of economics and political science is not 
difficult, for we deal with a subject of acute interest and of vital 
importance. Lively debates may be stimulating and provocative 
of keen student interest, and even in a classroom such methods 
may be pursued. Encourage the students to answer each other’s 
questions. Pick a subject or a question and let two students argue 
it with one another, of course in an orderly way. Such exercise 
gives an opening for an introduction to parliamentary law and 
it is valuable as training in forensics. Do not be too quick to 
answer a student’s question yourself: ask the other students what 
they think about it and, let them answer it. 

The matter printed in different typography will suggest ideas. 
Emphasize past history, for often students think ideas that are 
new to them are absolutely new. They often see the Marxian 
idea as progressive, not knowing that it goes back to the begin¬ 
ning of time and has always failed. When students see old 
fallacies as something new, tell them about the little wood¬ 
chuck which, after his first winter of hibernation, came out and 
shook himself in the sunlight and said, "That is the coldest- 
winter I ever remember,” and then tell our students that they 
are like the little woodchuck. They must learn by history and 
by the experience of others if they are not to repeat the blunders 
of the past. 

We believe that, with the right approach and with the en¬ 
couragement of discussion, economics can be made a fascinating 
subject and one not over difficult. We believe also that it is one 
of the most necessary in the curriculum, for if the next genera¬ 
tions are not better trained than we have been, it is unfair and 
dangerous to toss into their laps such questions as inflation, 
taxation, public borrowing, the conflict of communism with the 
American ideal, and a hundred other questions. On these matters 
our own generation has made a terrific mess which threatens to 
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wreck our whole civilization. Let us hope that the youngsters 
now in our schools will be wiser in their generation than we 
have been in ours, for the future of the Republic depends 
upon them. 




CHAPTER I 


Wealth 

WEALTH, WHAT IT IS, AND HOW IT DIFFERS FROM MONEY, ITS 
SYMBOL AND MEASURE. ALL WEALTH PRODUCED FROM LAND, 
BY LABOR AIDED BY TOOLS CALLED CAPITAL. 


Here then is a simple general formula of action, which, if it may 
not be the best one, is good enough for anybody to follow, in what¬ 
ever station of life he may be. You must make an untiring effort to 
understand the economics of this world in whtch you live, and 
neither be content nor discouraged until, in honesty, you can feel 
that your comprehension is not too unclear. Not so unclear, at any 
rate, that you must ever take the word of a politician as to the 
wisdom of any social policy suggested. 

This mere effort at fuller understanding, carried on by all in¬ 
telligent citizens, and guided by the unsparing intellectual honesty of 
the scientific spirit, would soon enough have its beneficial con¬ 
sequences. It is not error as such, but principally complacence in error, 
which has forever bedeviled the common life of men, and always 
will, while we allow it to exist. 

—Harry Scherman, 
in Promises Men Live By 


W HAT is wealth? What is its source? How is it produced? 

How do we make a living? What do we want, where 
does it come from, how do we produce it and how is it dis¬ 
tributed? The first thing to do is to forget about money: a 
strange start perhaps, but we shall have a clearer idea of our 
problem if we put dollars and cents out of our minds and get 
down to fundamentals. 

When we think of wealth our first thought is of money in 
our pockets, bank accounts and investments; and these ideas are 
phrased in terms of money, for it is in money that we measure 
them. But here is the point: money is our standard of values, 
our unit of measurement, the counters by which we keep score, 
but it is not true wealth. You remember Midas, who implored 
the gods to take back the magic gift of the touch of gold when 
the very food placed before him turned into precious metal. 
Money, coins, paper bills, securities and bookkeeping entries 
help in keeping track of wealth, but, like soap wrappers, the 
value lies not in intrinsic worth but in the things for which they 
may be exchanged. To mistake them for the things they repre- 
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sent is as fallacious as for the mathematician to think of his 
x’s and y’s as tangible things and not as mere symbols. 

Money is defined as the medium of exchange but most of our 
money is no more the real wealth which it represents than is 
the bank check the coin which the bank will give for it. And so, 
until we come to the subject of money, keep your mind free 
form shackles which will bind your thinking. Put these things 
on the shelf and think about the things we measure and not 
the standardsi by which we measure them. 

What do we want in a material way for our lives upon this 
planet? We say in a material way, for it is only with material 
things that we are now concerned and, important as are the higher 
things of life, they fall outside the present study. If this seems 
narrow, remember that in this life even the greater things are 
dependent on the material. The child cannot enjoy the love of 
the mother unless both are kept alive. We want the things that 
the baby wants—food, warmth, shelter, toys that give pleasure. 
To the child what good is the bank account compared with a 
warm crib, a bottle and a blanket? It is the same all through 
life: we want primarily these same things but they take other 
forms. We want food, houses, clothes, warmth and playthings, 
automobiles, pictures, books and higher things, just as the 
infant wants his rattle or a bright-colored toy. 

Sometimes we forget this and imagine that wealth is found 
in its symbols; then we become true misers, like those wretched, 
warped personalities who live and die in dirty shacks, leaving 
behind them fortunes hidden in loathsome mattresses, under 
bricks, or sewed among filthy rags of clothing, to yield only 
dissention and lawsuits when death grips the owners, who have 
failed to distinguish between symbols and realities, between 
shadow and substance. But we do not mean to decry money nor 
to belittle its usefulness, for we must have it as a measure and 
as counters to facilitate exchange. It is when money becomes a 
goal in itself, and when we confuse it with true wealth, that 
we are in danger. The Bible is often misquoted as saying that 
money is "the root of all evil,” but it says something quite 
different: "Love of money is the root of all evil.” 

The essentials of life which satisfy our wants are to be pro¬ 
cured only when we utilize the natural resources which the 
Creator gives us, for, however rich we may be in money, these 
things are not to be had unless someone gathers or produces 
them. On a desert island, we would soon perish, even if wc 
had all the money in the world, were we unable to produce our 
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needs or to exchange our money for the things which constitute 
true wealth. 

Our true wealth all comes from the earth and so the first 
essential is land, using that word to include all that goes with 
it, its shores and seas, its forests and water-courses, the sunshine 
that falls upon it, and even such abstractions as space and loca¬ 
tion. Without land we cannot live—we cannot have even a 
foothold on the planet or a grave in which to lie, and, though 
we spend our days sailing the seven seas, without land we 
should die. 

In our complex lives our elemental dependence upon land is 
often forgotten, especially by city dwellers, who have little idea 
just where the primary necessities of life come from, like the wom¬ 
an who remarked during the First World War that it was "all 
nonsense fussing about the farms, for in these days we don’t 
go to the farms for food; it all comes from the grocery store.” 
And there is the tug-boat hand who said he didn’t need land, 
for he worked on the river and lived on the third floor! This 
blindness is not confined to the ill-educated, for Professor Lorie 
Tarshis of Stanford University in his book. The Elements of 
Economics, has no entry in his index for either the word land 
or the word rent. We have also recently received a new book 
published by the Brookings Institute entitled An Introduction to 
Economic Reasoning and written by four distinguished college 
professors. This book too has the same shortcoming, not even 
an entry of these words in the index, and we shall soon see the 
vital part these factors play in economic life. We cannot get 
away from the earth and our dependence upon it and the phrase 
"Mother Earth” comes very close to expressing a literal truth. 

The next fundamental necessity is labor if we are to utilize 
what nature offers. Without it we cannot catch a fish, pick a 
fruit, provide the crudest shelter, or cover our backs with the 
skin of a wild beast. Our wealth, therefore, consists of the 
resources of the earth, which we shall call land, made available 
by human labor. Upon this premise we shall base our reasoning 
and we define wealth as a product of human labor which has 
exchange value. 

But why human labor? Why not the labor of animals, machines 
or of such forces as winds, waterfalls or tides? It is only human 
labor that counts, for to achieve anything of value all other energy 
must be guided and directed by man and becomes, in a sense, 
human labor. The horse cannot plow your field unaided and 
uncontrolled; the waterfall cannot generate electricity to light 
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your house without human intervention, nor can the winds of 
heaven grind your grain without a mill. The flooding river may 
irrigate your lands or the winds blow cocoanuts at your feet 
but, unless these forces are directed by man, they are the resources 
of nature and are a part of what we shall call land. 

Perhaps you may question the phrase "which has exchange 
value.” It means simply that all wealth must be of such a nature 
that someone else will exchange wealth in his possession, or his 
labor, for it. You may spend hours making a snow-man which will 
be only slush in the afternoon sunlight. It has no worth—no 
exchange value—for no one will give anything for it. Or you 
may spend hours of mental effort in working out the solution of 
a cross-word puzzle but no one will give anything for the 
solution. Such things are not wealth. 

You may say that this definition of wealth is not broad 
enough, for it excludes many things which comprise the fortune 
of a wealthy man, but remember these are not wealth but only 
represent it. Socrates well said, "The beginning of wisdom is in 
the definition of terms,” and in economics we must use words 
with exact and precise meaning. We frequently use words in 
senses not literally true, phrasing ideas in metaphors and short¬ 
cuts, justifiable in conversation but confusing to accurate thought. 
You say a man has a million dollars although he has not a 
penny in his pocket and this is no more literally true than the 
assertion that he is "as square as a die” or "perfectly upright.” 

For clear thinking and logical reasoning, we must use cacli 
word in only one sense. Barrett Wendell speaks of three meanings 
of the word "choir”—(t) a group of persons trained to sing 
together, (2) a certain part of the church building, and (3) a 
social organization in which the tenor elopes with the soprano; 
but if we are using the word in discussion we must remember 
whether we arc talking to a musician, an architect, or a reporter, 
and confine our use of the word to a single sense. 

That a bank account or a check drawn upon it is not cash is 
clear, for if you have a hundred dollars in the bank and draw 
your check for that sum, there is no more actual money in 
existence than before, and your bank balance remains the same 
until the check is cashed. It is a convenient means of transferring 
ownership and it is no more coin than the title deed to a farm 
is land upon which you can grow potatoes. The check, like the 
deed, is a convenient instrument to prove or to transfer 
ownership. 

A question may be raised in connection with this word 
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"wealth” derived from "weal,” an old form of the word "well.” 
Unfortunately man often desires, and pays high for, things which 
do not make for his "well-th” but rather for what Ruskin calls 
“ill-th.” Are things which are injurious and serve no good pur¬ 
pose correctly included in wealth? How about things which 
according to prejudices or opinions range all the way from being 
of doubtful benefit to being positively injurious—burglar’s tools, 
narcotics, marijuana and, to the more strict, alcohol, gambling 
devices, even playing-cards and tobacco, or books which are far 
from elevating? Are these things wealth? 

In the economic sense, these things, objectionable though they 
may be, are wealth, for they are the product of labor and have 
exchange value, and the fact that they command a price shows 
that men want them. We are considering questions of an eco¬ 
nomic nature, regarding the production and distribution of 
man’s needs and not of ethics; and in the part they play in 
economic life there is little distinction between Bibles and brass 
knuckles, or health-giving medicines and drugs destructive of 
health and character. There are, however, aspects of these ques¬ 
tions touched upon later, for we cannot ignore their importance. 

But is not land wealth, although not the product of man’s 
labor? Of all the terms in economics, wealth is one of the most 
difficult to define, and its definition has proved a stumbling-block 
to many economists. Again and again we find the word defined 
in books on economics and then subsequently used in a way which 
shows not the slightest relation to the definition given. Economics 
has grown slowly; words of everyday life have been carried over 
into its vocabulary and we must take its phraseology as we find 
it, making sure, however, that we know exactly what we mean. 

There is no denying that a country like ours is wealthy largely 
because of its vast area and resources, which make possible the 
production of wealth, but land is a thing apart from the products 
of industry and must be differentiated from wealth. It is a gift 
from God, or of nature, analogous to natural conditions such as 
climate, rainfall, sunshine and the like, all of which it includes. 
Unlike man’s products, its extent is rigidly limited, for we cannot 
increase the size of our planet, labor as we will. In some aspects 
land is hardly more than an abstraction, for it includes those 
qualities which we study in geometry—space and location. We 
can no more transfer these qualities than we can move the 
corner of Broadway and Forty-second Street to the Kansas prairies 
or export a farm to Europe. 

But land and labor are not sufficient for the production of 
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wealth; we must have tools and these we call capital. Again we 
remind you of the necessity of ridding your mind of previous 
concepts, for capital means both more and less than it often 
does in common usage. It means all the tools of production. 
If a savage keeps himself alive by eating the raw fruits and 
nuts at hand and drinking from a spring, he may need no 
capital, but, as soon as he fishes with a line, shoots game with a 
bow and arrow or carries water in a gourd, he has and uses 
capital. 

As a people progress, there is marked development in the 
production and use of capital. First, of necessity, the savage made 
bows and arrows, snares, fish-nets, primitive tools and imple¬ 
ments, but very soon he was weaving baskets, erecting a hut, 
and developing such simple implements as primitive spinning 
devices, crude looms, and the potter’s wheel. This evolution 
continues until we have the countless wonderful things of 
today—railroads, automobiles, aeroplanes, ocean liners, television, 
and computing machines which almost think for us. It is signifi¬ 
cant that material progress is generally in proportion to the 
increasing use of capital; but this is natural, for as we advance 
in intelligence and enterprise, we seek to do our work more easily 
and more efficiently, and the development of labor-saving devices 
follows. 

Like all wealth, capital is the product of labor, although the 
labor may be no more than the effort of searching for a shell 
to serve as a crude shovel, weaving a basket, skinning an animal, 
or chipping out a crude stone implement. As life progresses, when 
man employs tools, even the simplest, he employs capital and 
must devote some of his labor to searching for or to fashioning 
something to facilitate meeting his wants. This gives us a clue 
to what constitutes capital, and another definition: Capital is 
wealth designed and conserved to aid future production, or going 
back, as we do in geometry, and basing each proposition on a 
preceding one, capital is the product of man’s labor on land, 
conserved and applied to future production. 

It is not always transparently clear just what is capital and 
what is not. Some writers classify goods for sale, such as shoes 
in a shoe store, as capital, because from them wc expect to derive 
a profit, but this profit is not interest; and capital, as we shall 
see, earns interest. Production is not complete until goods are in 
the hands, or in this case on the feet, of the final consumer; and 
while in the stock of the retailer they are simply wealth in process 
of production, for distribution of goods to the final consumer 
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is a part of the process of production. When they finally reach 
the consumer they are worn and worn out in satisfying personal 
needs and desires, and in no case are they capital. 

What constitutes capital and what constitutes what we call 
consumption goods, such as the food we eat and the clothes we 
wear? The disinction is subjective rather than objective, depending 
on the uses to which it is expected to put the article in question. 
The carpenter’s tools are capital, employed in production, but 
the same tools, owned by a wealthy man and used for no real 
purpose, are no more capital than are the golf balls which he 
loses on the links. The drum of the professional musician is 
capital, but hardly the drum with which the small boy torments 
the neighbors and keeps his parents awake. An automobile used 
by the traveling salesman in making calls, or by the tradesman in 
delivering goods, is capital, but the car of the "joy-rider,” 
productive only of idle amusement, trouble, and bad habits and 
not of any wealth, is quite otherwise. 

This makes it hard to say categorically what is and what is 
not capital. How about the snow shoes of the trapper or the 
overalls of the farmer? The snowshoes are special equipment 
necessary to trap-tending: we would therefore call them capital. 
Overalls are clothing, perhaps ordinary everyday clothing suited 
to the work that the man is doing: we therefore would not call 
them capital but consumption goods, being ultimately worn out. 
One cannot be dogmatic on these matters, and it is not necessary 
that we shall all agree, for in a practical way these questions often 
make little difference. 

The question of capital is made more difficult by the practice, 
common in the business world, of lumping together as capital 
practically all the assets of a company—land, buildings, machin¬ 
ery, equipment, raw materials, stock in process of manufacture, 
cash and its equivalent, and often practically everything. And 
then the situation is further obscured by calling the total net 
income interest, or profits, regardless of the sources from which 
it is drawn. Although it may appear at first glance a distinction 
without a difference, such practice is misleading and often gives 
rise to misunderstanding. 

What would we say about a tool designed to aid production 
when not in use? Some economists maintain that, to be capital, 
an article must be in actual productive use. They say the ditch- 
digger’s shovel is not capital when he stops to light his pipe 
and the typewriter is not capital while the operator is powdering 
her nose. This seems a little too fine-spun—mere hair-splitting, 
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serving no good end. A man is a poet when not actually writing 
verse or a lawyer when not actually trying a case, and our 
definitions may well be fitted to the purpose, expectations, and 
general uses of things and not varied from second to second ac¬ 
cording to transient conditions. 

Often land is confused with capital, and this is an error which 
leads to confusion. The two are totally different in nearly every 
respect as we shall see. Land is the gift of the Creator: capital, 
the tools of production, is the product of man’s work. One is 
limited rigidly by nature; the other is capable of indefinite 
expansion. We call payment for the use of land "rent,” for the 
use of capital, "interest,” but these questions will be discussed 
more fully later, and here we only emphasize the necessity of 
putting land and capital into different compartments in our 
thinking, keeping them separate and distinct. 

This confusing of land and capital, common in business ac¬ 
counting, and the attitude of mind which it engenders, is un¬ 
fortunate, for it hides true conditions. Were both business men 
and labor educated to see the question in its true light, it would 
lead to a more intelligent grasp of the involved problem of the 
distribution of earnings of business. Were capital and labor to 
see that their interests are similar, and that their incomes in the 
long run generally, but not always, rise and fall together, it would 
go far to prevent endless squabbles between employers and em¬ 
ployees. 

Now we have the three elements of all production, and the 
source of all wealth—land, labor, and capital. Since herein lies 
the basis of all economics, let’s be sure we know what they are, 
for unless we have these fundamentals dearly in mind, our 
reasoning will be inexact and confused. 

QUESTIONS 

What material things do we want and from what source do they 
come? 

What is necessary to make them available? 

Does money satisfy our wants directly or by exchange? 

Is a standard of values necessary? 

How would you define wealth? 

Is all money wealth? 

Do tools and implements assist labor? Are they wealth? Why? 

What do we calf wealth designed to aid future production? 

What do we call payments made for the use of capital? 

Is land capital? 

Are stock certificates, real estate deeds, bank checks or promises to 
pay, true wealth or merely evidences of ownership of wealtn ? 



CHAPTER II 


Labor and Wages: Capital and Interest 

HOW LABOR AND CAPITAL ARE ESSENTIALLY ONE AND INTER¬ 
RELATED, AND THE JUSTIFICATION OF INTEREST. 


Abundant evidence exists ... to prove that much of Americans 
prosperity . . . exemplified in employment, wages and a generally 
high standard <of living, has been due to the expansion of the nation’s 
durable goods, particularly capital equipment. A large part of the 
population has gained its livelihood from helping ... to expand 
the total property of this kind . . . Millions of jobs have resulted 
from production of goods for the construction of homes, public build¬ 
ings and highways , industrial construction, factory machinery and 
equipment and the like. It is reasonable to assume that much of the 
prosperity of the future must depend upon the same kind of . . . 
industrial activity, and if durable goods expansion were to cease, 
if the capital equipment of the country were to remain in substantially 
its present form and state of repair, there would ... be grave 
doubt as to real prosperity ever returning to America. 

—Machinery and Allied Products Institute 


TT 7"E HAVE seen that there are three elements of production: 

W land, labor and capital. How is each compensated for its 
part in production? In the next three chapters we shall consider 
labor and capital and their earnings, wages and interest, topics 
so closely related that they may best be studied together. Rent, 
the return on land, will be considered later, for land and rent 
are unique and are governed by peculiar laws. 

Picture a primitive community, say a group cast on an island 
by shipwreck. The first impulse is to secure the essentials of 
life, to find a spring from which to drink, fruits and nuts to 
cat, and a cave for shelter. These things, procured by personal 
effort, are technically wages, for wages are the direct compensa¬ 
tion of the worker for his toil and necessarily come from what 
he produces. Wages must be determined by production, for, if 
the worker receives less than he produces, he is defrauded: if he 
receives more, then someone else is defrauded. But now another 
factor enters the picture. 

One man has salvaged from the wreck a few tools, and 
seeing that fishing will be more productive in deeper waters, he 
builds a boat. Finding that from it he can bring in twice the 
catch of those who cast their lines from shore, he lets others 
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use the boat in return for a share in the fish caught while he 
builds another boat. 

Fishing from the shore, they catch ten fish a day, and from 
a boat, twenty; it will then be fair for the boat-owner to have 
perhaps five fish a day for the use of the boat. If the fishermen 
were to give him more, it might not pay them to bother with the 
boat; if fewer, it would profit the boat-builder more to continue 
to fish from shore or to use the boat himself. So now the boat 
is let every day to others and the ship-builder abandons fishing 
to devote himself to boat-building, and has become a capitalist. 

It might appear as if this sharing of the fish caught by the 
fishermen with the boat owner vitiates the principle already 
stated, that the product of labor belongs to the worker and con¬ 
stitutes his natural wage, but there is no conflict. Now the worker 
and the boat builder are cooperating in fishing, the boat builder 
by supplying capital in the form of a boat, necessary if fishing 
is to be made more productive; and, since both cooperate in 
production, both should share in the product. We often think 
of wages as being paid by one man to another as compensation 
for work done, but the word should not imply any relations of 
employer and employee. In strict economic usage, wages include 
all the reward of productive labor of any kind, mental or manual, 
of brain or of brawn. Salary checks and professional fees are as 
truly wages as are the contents of pay envelopes, and the direct 
production of such an independent worker as a farmer, fisher¬ 
man, trapper, or for that matter an author or an artist, constitute 
wages just as truly as do the contents of a pay envelope. In 
Adam Smith’s words, "The product of labor constitutes the natural 
recompense of labor.” For clear thinking we must rid our minds 
of any idea that only a "hired man” earns wages. 

By accumulating the product of his toil in the form of boats, 
and letting others use them to increase the catch of fish, the 
boat builder is in receipt of five fish per boat every day. 'Phis is 
the interest he receives on his capital and gives us another 
definition: Interest is benefit received from the use of capital. 
And the interest is justified, for by the use of boats the fisher¬ 
men’s wages are increased; and only by sharing in this increase 
is the boat builder compensated for his labor. We can now 
amplify our definition of capital: it is wealth conserved and em¬ 
ployed to aid labor and to earn interest. The interest is not 
necessarily paid by one man to another, for it is no more neces¬ 
sary to have a borrower and a lender in order to have interesl 
than it is to have an employer and hired labor to have wages. 



Labor and Wages, Capital and Interest 11 

True capital always gives a return in increased labor efficiency 
no matter who uses the capital, and from this arises interest. If 
this is not attained, there is no object in accumulating capital, 
and the worker will, prefer to spend his earnings for immediate 
gratification rather than to save and invest. The manufacturer 
figures the increased production of the better machine and knows 
what it earns for him. If the machine fails to earn satisfactory 
interest, his purchase was a mistake; and if tools prove to be no 
good, if a machine keeps breaking down, or if we lack the ability 
to use it, such supposed capital does not justify its name; and any 
business would do well to charge off from its books expenditures, 
carried as capital, when they fail to earn interest. 

Very soon our colonists must have other things—more adequate 
and varied foods, huts, weapons, clothing, and warmth—so some 
gather firewood, some build cabins and some make fishing tackle 
or bows and arrows. They cooperate in meeting these needs, 
and while some fish, hunt or gather birds’ eggs, others build 
shacks or make tools, supported meanwhile by the hunters and 
fishermen. They find it difficult to adjust their hours of labor, 
the division of the tasks, and the products of their joint endeavors; 
they agree that those who build huts shall have so many fish, 
so much firewood, so many eggs, and, by mutual consent, a cer¬ 
tain quantity of these goods will trade for a fishing rod or 
a bow and arrow. We begin to have a primitive commerce, with 
fish or eggs serving as money—our standard of values and "the 
medium of exchange.’’ But soon life becomes more complex 
and they seek to better their way of life. 

We believe that, though injustice may sometimes result, it 
will be far less frequent and less disastrous if we leave prices, 
wages, and business policies generally to free bargaining, guided 
by self-interest, rather than to political machinery. As long as men 
axe as they are, we shall not have perfection, but the difficulties 
will be fewer under freedom than under political domination; 
and there will be less corruption in government. 

The interdependence of capital and labor, or of interest and 
wages, may be illustrated by a personal experience. Years ago 
on the banks of the Nile, the writer paused to watch the "drawers 
of water” operating their "shadoof”—that primitive device like 
an old-fashioned well-sweep by which they raise water for irriga¬ 
tion—hour after hour, day after day, week after week—monoton¬ 
ous and unremitting toil. Getting into conversation with a high- 
class Egyptian we thoughtlessly asked him why they did not 
use pumps and engines. With a smile he countered by asking: 
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"How much money would you invest in machinery to save 
four-cent-a-day labor?” 

This simple story shows the complex relationship between labor 
and capital. If pumps, engines, and piping cost very little, it 
might pay to install them. Perhaps if the low-paid Egyptian 
peasantry were capable of making such things efficiently, it would 
pay to make and use them; but it does not pay to employ high- 
paid American labor to save four-cent-a-aay Egyptian labor, 
although it may pay abundantly to employ highly paid labor to 
build machinery to save highly paid labor. 

Perhaps, before going further, we should define interest more 
definitely. To the economist it means a merited share of produc¬ 
tion, toward which the capitalist contributes by supplying tools 
and equipment, enabling the worker to do his task more efficient¬ 
ly and more profitably. For it there is every justification. 

The word interest, however, is sometimes used to describe 
exactions from the poor and needy, by the lending of money 
at exorbitant rates. Interest of this character, often called usury, 
should be distinguished from interest on a loan used to buy 
capital to aid in production. Usury is generally at an^ excessive 
rate and it is extorted from those in acute distress. There may 
be something to be said for fair interest even on a loan of this 
character, since the lender foregoes the use of his money for 
investment in capital; but this does not justify excessive interest 
which we think of as usury. 

These are considerations primarily of mortality, generosity, 
and charity and outside the realm of pure economics. When 
we speak of interest, we refer tq what is the share of production 
which goes to compensate those who by self-denial provide capital 
to ease the burden of labor. 

There is a tendency to undervalue the contribution to produc¬ 
tion made by the capitalist, explained perhaps by a human failing 
to realize the value of past labor and self-denial which capital 
has cost. We exaggerate the value of the labor of today, which 
we can see and which we may perhaps perform, but we forget 
about labor that has gone into the production of the capital 
which we use. Another explanation of failure to recognize the 
importance of capital lies in the fact that, generally, only the in¬ 
dustrious and thrifty accumulate capital; and these very real but 
often unrecognized virtues are seldom appreciated, especially by 
the lazy, shiftless and improvident. The very quality of saving 
and accumulating means that the capitalist amasses some wealth 
and often arouses envy in his less far-sighted neighbor. Then, 
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too, as a consequence of a thrifty, industrious and perhaps a 
hazardous life, the capitalist often leaves a substantial estate to 
heirs who may have done little or nothing to earn it, and it is 
natural for the worker to resent a goodly part of production 
going as interest to those who play no part in production. This 
is, however, a question of the ethics of inheritance, quite apart 
from the question of the ethics of interest, and of it more will 
be said a little later. 

As an example of this attitude to capital, we quote a letter 
from Miss Mary S. McDowell, published in the Friends Intelli¬ 
gencer, in which the writer speaks of the stockholders of a com¬ 
pany—of those who furnish the capital—seeking to "get some¬ 
thing for nothing” and saying that "they take no part in in¬ 
dustry.” This is simply not true, for surely those who supply the 
lools and machinery contribute much. Miss McDowell asks, "Is 
it Christian to own capital and make profit from our brother’s 
labors?” This question has unpleasant implications, but all 
economic progress results from profiting mutually by each other’s 
labors. Without team play there can be no cooperation, no special¬ 
ization, no division of labor, no trading, or buying and selling, 
and economic life would stagnate. The only alternative to interest 
is that the worker should profit by having tools, machinery, and 
buildings produced for him by others, who receive no compen¬ 
sation for rendering this most valuable assistance. Should one 
man be forced to build a boat for another to use, and receive 
no reward for life and labor expended in its production? 

This attitude of mind betrays a failure to see clearly what 
capital is and a confusion of capital with money. The capitalist 
is not always—nor usually—a wealthy man. If we remember that 
the tools of production are capital, it is quite conceivable that 
much capital is often owned by workers in moderate circum¬ 
stances. The dressmaker’s sewing machine, the kit of tools of 
the plumber, carpenter, or electrician, the automobile of the 
country physician, and the instruments of torture of the dentist 
arc all of them capital. Surely no one would resent the crafts¬ 
man receiving some compensation for having saved and acquired 
the implements of his art, nor would we question that there is 
good reason for paying more to the worker who does a task 
fors us with his own equipment than we would pay to the man 
for whom we had. to buy or hire tools. 

Generally, capital and interest arc put in one bracket and labor 
and wages in another; but both wages and interest are the product 
and reward of labor, although they take quite different forms. 
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Wages generally satisfy immediate needs, but capital returns future 
interest to its owner and from it he receives little immediate satis¬ 
faction. This he foregoes for a deferred, prolonged and generally 
greater return in interest. We must recognize the identity of 
origin of wages and capital, both the product of labor, but we 
must also realize the difference between a reward which satisfies 
today’s desires and something which we cannot eat, drink, or 
wear but which will bring in future benefits—and the problem 
still remains of the just division of the benefits which, in interest, 
are the reward of capital, the product of past labor, and a wage 
which is compensation for current labor. 

There can be no question that sometimes the capitalist re¬ 
ceives more than is just. He may have something of a monopoly. 
Our boat builder may own the only site on the island suitable 
for his operations or he may enjoy a temporary monopoly through 
our patent laws, devised to give the inventor the exclusive bene¬ 
fits of his invention for a period of years. But the fishermen 
too may create a monopoly by organizating a union. Such com¬ 
binations occur quite as frequently among workers as do "con¬ 
spiracies in restraint of trade” among capitalists, and, as Jong 
as men are as they are, occasional evils probably cannot be 
avoided. 

The tremendous part played by capital will be appreciated 
on a moment’s thought, or a visit to any great industrial plant 
will give some idea of the enormous investment in buildings 
and equipment necessary to industry. For progress, expansion, 
and raising our standard of living, a constant increase of capital 
is necessary, and interest rates must be high enough to make it 
worthwhile to save and accumulate. Most of our great invest¬ 
ments and developments were first regarded as interesting toys 
of no practical value and of no economic use. Their develop¬ 
ment was the work of courageous souls with vision, who took a 
chance. As we shall see when we study taxation, our policies 
keep many a wealthy man from taking the hazards of investment 
in new enterprises and slow down seriously the development of 
new capital. 

For the "working man” to object to liberal payment to those 
who furnish capital is short-sighted folly, for he profits by gener¬ 
ous compensation to labor whether it be in wages or in interest. 
He finds broad employment in production of capital, as in build¬ 
ing operations anti in manufacturing machinery, and again he 
profits by the higher wages which the use of capital makes pos¬ 
sible, as we see in the case of the fishermen. Almost always 
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the highest wage scales are found in industries using the most 
capital, because aided by capital, the productivity of labor is 
greatly increased. 

There is also justification for interest in the law of nature. 
The plant grows and bears seeds and gives rise to hundreds 
of new plants: the little sapling grows into a mighty tree: wild¬ 
life increases and multiplies. The little pig becomes a big hog, 
the little calf grows into a cow and has other calves, and so 
there is a constant tendency for things to grow, to increase in 
value, and to multiply. In the farmer’s occupation he gets the 
constant benefit of this increase of nature, and thus nature re¬ 
turns interest to us. In a way, all wealth is interchangeable, for 
one form may be traded for another. Will men accumulate and 
store up the product of their labor, say in fishing boats, if these 
boats earn no return, when they can just as easily invest their 
labor in setting out fruit trees or in caring for flocks which 
will automatically increase in value? 

There is also the time element: we often feel aggrieved when 
we must wait for the satisfaction of our desires, and generally 
the thing we want is worth more today than tomorrow. A snow 
shovel is worth more, and we will give more for it, in December 
than in March, and the reverse is true of the lawn mower. Per¬ 
haps because of the transitory nature of life, time is often a real 
factor in setting values, and again and again we see cases of 
those who have struggled long to accumulate a fortune, which, 
by the time it is amassed, profits but little. It is too late to travel; 
we are too old to enjoy the pastimes for which we have leisure 
only as we get older, and often the companionship in which 
we had hopes to enjoy these things is a thing of the past. The 
writer recalls a conversation with one who had started life as 
a farm boy and ended as president of one of our greatest banks. 
He said, with rather a bitter chuckle, that he was not allowed 
to drink champagne and then added, "And isn't it tough that, 
until the doctor forbade me to drink it, I couldn’t afford it, and 
now that I can afford it, I can’t have it?” That’s the way life 
often is. "We want what we want when we want it,” and, if 
we have to wait, we feel that somebody owes us compensation. 

During the great depression we heard much of "idle capital,” 
but what was generally meant was idle money—money hoarded, 
lying around unused and uninvested. True, idle capital some¬ 
times means closed factories and idle machinery, but often what 
we mean by idle capital is that money is not invested in capital 
because of shaken faith in government, uncertainty of the times, 
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and doubts of the future. If it seems inconsistent to say that 
the shovel or the typewriter is capital even when not in use, but 
that uninvested money is not, note a difference. There is every 
expectation of immediate restoration to productive use of tools 
and instruments, but cash is another matter. It may be invested 
and become capital or it may be spent on consumption goods, 
but the spade and the typewriter have little or no place in the 
world except as capital. This is not a mere quibble, for it is 
a very common experience to see funds, which have been con¬ 
sidered as capital, dribble away in covering business losses, in 
foolish experiments, or perhaps in extravagant living. Of course 
we can sell the spade or the typewriter, in which case they would 
cease to be capital; but, when temporarily laid aside, we believe 
that their nature is not changed though they become temporarily 
inactive. A wise political thinker once defined a stable govern¬ 
ment as one under which money would seek investment at a 
normal rate of interest. 

This brings us to a difficult question, illustrative of the lack 
of precision and accuracy of definition of terms in economics 
in contrast to the more exact sciences. We have said that money 
is not in itself capital, although it may be exchanged for tools 
and equipment; but how about what the business man calls 
"working capital,” meaning the cash or credit sometimes loaned 
by one man to another, or perhaps accumulated, to provide for 
current expenses, until we have a considerable volume of our 
finished product actually selling on the market? Such funds, often 
represented by bonds, notes or even stocks, procured as will 
be outlined in subsequent chapters, are often necessary to buy 
materials, to provide quarters, to pay rent, to meet bills for light, 
heat, power, and a hundred needs of a new enterprise, to meet 
payrolls during organization, preliminary research, and perhaps 
to advertise and develop a sales force. 

We believe that funds, necessary to an enterprise to "get go¬ 
ing” and to start production, are capital: they are essentially 
tools of production. Whether in the form of cold cash or credit 
matters little; they are in active use, they arc a factor in pro¬ 
duction, and they earn interest. They are therefore capital; but 
idle money, hoarded, unused, and uninvested, is not actual capital 
until it finds its way into investment in the productive process. 

The vital importance of capital is not always appreciated: it 
is a tremendous force in economic life. When times are uncer¬ 
tain and money is hoarded and, instead of being invested, lies 
under the mattress or in safe-deposit boxes, then progress stops 



17 


Labor and Wages, Capital and Interest 

and "times are hard.” When we come to a discussion of taxation, 
we shall see how present policies discourage the accumulation of 
capital, giving rise to a dangerous situation and leading to stag¬ 
nation of industry. 

The amount of capital needed in modern industrial life is 
far greater than many appreciate. A rough idea of how much 
capital is required to give every man a job can be gathered if 
we divide the total investments of a corporation, its true capital 
(buildings, machinery, equipment, but excluding land) by the 
number of employees. Much depends on the nature of the in¬ 
dustry, but it will be found that a five- to ten-thousand-dollar 
capital investment is generally necessary for each worker em¬ 
ployed, and frequently far more. 

In recent years there has been an enormous increase in the 
cost of necessary capital per worker, both because industry must 
be more highly mechanized to prosper and because, with infla¬ 
tion, everything costs much more. A steel company reports a 
capital investment of $14,000 per employee, but today replace¬ 
ment cost would be $60,000. In an intricate chemical process, 
one company reports a capital investment of $100,000 per worker. 
These great investments must earn proportionate interest or 
they will not be made: industry will stagnate and all will suffer, 
and first of all the wage-worker. 

We have seen how capital increases the production of labor 
and raises the wage level. This is evidenced by the fact that 
countries where capital is extensively employed show the highest 
standard of living and the largest income for the worker. The 
relation is seen in contrast between industries which are highly 
technicalized and crude hand industries: the workers in a watch 
factory or an automobile plant receive wages far higher than 
basket weavers. A great danger of the present time, when interest 
rates have fallen so low that capital often earns a small return, 
and, when the future looks precarious, lies in the fact that we 
are ceasing to develop and accumulate capital as we should to 
keep up a growing, thriving industrial life. 

If the interpendence of labor and capital were better under¬ 
stood, there would be far less "labor trouble.” There is a feeling 
among many that the introduction of labor machinery puts 
men out of work, which is very far from the truth. Of course 
the introduction of machines does put some men out of jobs— 
generally men who are too old to adapt or to learn a new trade— 
but this is true of all industrial change and development. The 
problem of the older worker, displaced by machinery, changes 
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in markets, or for a hundred reasons, or perhaps just prematurely 
shelved, is a real one and deserves study; but it will not be solved 
by sticking to old machinery, obsolete methods, or by general 
inefficiency, and refusal to progress with the times is no answer. 
Introduction of labor-saving machinery, or of capital in any form, 
increases opportunities for employment and the earnings of 
labor, and it is the worst kind of policy for so-called labor 
interests to oppose the introduction of machinery. 

That capital increases opportunity, employment, and wages will 
be obvious on a minute’s thought. Could anyone imagine that, 
if we had no railroads or automobiles, there would be as many 
men employed in transportation as there are today? Before the 
linotype came into general use, there were thirty thousand com¬ 
positors in the printing plants of the United States which now 
employ over: 200,000. Before the typewriter came in, about two 
thousand persons out of every million were engaged in office 
work: now thirty-three out of each thousand follow office call¬ 
ings. The International Business Machines, a pioneer in account¬ 
ing mechanisms, states that in 1890 there were one hundred and 
fifty thousand bookkeepers and accountants, and forty years later 
nearly a million. 

Think it out for yourself. How do you suppose the numbers 
employed would compare if, instead of printing, we were making 
all our records and doing all our writing on the skins of sheep 
with quill pens? Contrast the number of scribes who would 
work that way with the numbers engaged by great paper in¬ 
dustries, type foundries and machine manufacturers turning out 
printing machinery, and the great army of workers employed in 
printing and affiliated trades. Beyond question the result of in¬ 
vention and the use of capital has been to increase the volume 
of printed matter and the numbers employed in producing it. 
And yet, we read an article in one of our greatest newspapers 
headed "'More Machines Held Threat to Office Workers,” re¬ 
porting an address in which the speaker complains of office 
machinery restricting employment. Apparently he, although a 
professor, has no conception of the vital part played by mechani- 
cization in the success and expansion of industry, profitable alike 
to employers and employees. 

QUESTIONS 

What are the three elements of production? 

Which two are always necessary to the production of wealth, and 
which is nearly always necessary? 

Does the capitalist contribute to production? 
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What do we call that part of production which is payment for the 
use of capital? 

Is interest an indirect compensation to labor? 

Do wages include all the direct compensation of labor—pay en¬ 
velopes, salary checks, professional fees, or direct production as in 
the case of the farmer? 

Does labor include all productive toil whether of head or of hand, 
mental as well as manual? 

Are wages necessarily paid by one man to another? 

Is it wrong to profit by another man’s labor? 

In all trading, do both parties, buyers and sellers alike, expect 
to profit? If not, why do they trade? 
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Labor and Wages 

DOES LABOR-SAVING MACHINERY PUT MEN OUT OF A JOB OR 
DOES IT INCREASE PRODUCTION, RAISE WAGES, AND INCREASE 
OPPORTUNITY? WHAT IS PRODUCTIVE LABOR? 

All capital is wealth; but all wealth is not capital. Capital is 
wealth applied to the production of more or other wealth. It is 
stored labour, not applied by one futther step to the ultimate end 
and aim of all labour, the satisfaction of desire; but in the produc¬ 
tion of more wealth to the further storage of labour. 

—Henry George in 
The Science of Political Economy 

W E HAVE a striking instance in our own history of the 
effect of labor-saving machinery in stimulating employ¬ 
ment. The year before the cotton gin was invented our produc¬ 
tion of cotton was about eight bales, from which the seed was 
picked by hand; and certainly that meant a lot of labor. When 
the cotton gin was developed it was an enormous labor-saver; 
but instead of reducing the numbers employed, it increased them 
tremendously, because the diminished cost of treating cotton 
opened up a vastly expanded market and made the cotton in¬ 
dustry possible. From a yearly production of eight bales we 
reached a production in excess of sixteen million bales, and this 
is almost wholly the result of labor-saving machinery. Doubtless 
an hour’s run of a cotton gin would put out of a job all the 
girls who had been picking out the seed, but the gin so reduced 
the cost of cotton and so enlarged the market that the net 
result was to increase the consumption of cotton, broaden its 
market and give employment to hundreds of thousands—yes, to 
millions—where only a few hundred had been previously em¬ 
ployed. 

There is, however, a darker side to it. The demand for cotton, 
with the cost so reduced, became so great that white labor could 
not cope with it; and there was loud demand for slave labor 
with increased importation of Negroes, fastening upon us slavery 
which it took years of bitter war to stamp out. But this is beside 
the point; we only emphasize that the invention of the cotton 
gin created jobs for millions. But let’s go back to the boat-builder. 
Our boat-builder, finding his venture profitable and having 
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a steady supply of food, gives up all thought of being a fisher¬ 
man and continues building boats until he has a fleet on the sea, 
leased to groups of fishermen who give him a share of their 
catch in payment for the use of the boats. Each boat is manned 
by nine men and they agree that the catch will be divided into 
ten parts, one tenth to go for the boat hire (to constitute interest 
to flie capitalist who has built the boats) and one tenth to 
each fisherman—and division on a similar plan has long been 
the custom in fishing and whaling fleets. But difficulties arise. 

Fishing is uncertain and irregular, depending on weather, 
season, and run of fish. Some fishermen have families to be 
provided for every day and can ill afford to take the hazards of 
an uncertain and precarious livelihood, and so one of the fisher¬ 
men is chosen captain. He undertakes to manage the enterprise, 
assuming all risks and agreeing to pay the boat-owner and each 
fisherman a fixed amount each day, either in fish or in equivalent 
value, taking his chances on the outcome according to "fisher¬ 
man’s luck.” These daily charges of interest and wages may be 
paid in fish, but for each one to peddle his share takes time and 
is inefficient; and so the captain undertakes to sell the entire catch 
and make payment to the others at so much a day, in what¬ 
ever passes on the island as money. Incurring all risks, the pay¬ 
ments will probably be a little less than the actual worth of the 
fish, the difference representing compensation for his labor in 
selling and insurance for the hazards which he assumes. 

We now have in our little group the capitalist who built the 
boat and the fishermen who use it, one of whom is the captain 
and employs the others. Note that whatever form the payments 
of interest and wages take, all these payments are really paid 
in fish, for fish is their only product and there is no other product 
from which crew, captain or capitalist can be paid. 

Furthermore it makes no difference whether they adhere to 
their first plan of dividing the fish or let the captain take over 
the management and pay the men and the capitalist in some 
other commodity; what the fishermen get is compensation for 
their labor; and, aside from what he receives as remuneration for 
assuming all hazards, this is just as true of the captain as of 
the men, and is not affected by any rearrangement of the method 
by which they divide the proceeds of their toil. Wages are the 
compensation of labor, and are always paid out of production, 
and the only way they can all increase their earnings and im¬ 
prove their standard of living is by catching more fish. 

Production is not complete until the goods are in the hands 
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of the consumer; and all who collaborate in the task, from its 
first inception in the mind of someone with vision to the final 
handing over of the goods to the consumer, are links in the chain 
of production adding to the value of the product, and they 
can justly expect compensation for their contributions however 
humble and whether the contribution be by brain or by brawn. 
Were this principle better understood it would answer those 
who regard goods "in process” or in transit, or "in stock” as 
capital. The process of production is still incomplete and the 
goods are still acquiring value, and often sales expense—the 
cost of getting our wares from our shelves into the hands of the 
purchaser—is no small item. These goods yield no interest, but 
the final step in the long process of production, selling and de¬ 
livery still yields a wage as compensation to those so employed. 

The value which transportation gives to a product, the 
economist calls "place utility,” meaning the added value acquired 
because of delivery where the commodity is desired. Often this 
represents a large part of the total cost—or value—of a product, 
particularly in the case of bulky commodities of low value— 
crushed stone, coal, bricks and the like. The cost of getting a 
fine watch from Switzerland to America is relatively trivial— 
except for the tariff, and of that more will be said—but the cost 
of moving brick or concrete blocks represents so great a part 
of costs that practically their sale is confined in a short radius. 
Coal or fire wood is worth far more delivered to your home 
than at the mine-head or in the forest, and milk delivered to 
your refrigerator is worth a lot more than the same milk in 
pails in the farmer’s barn—or for that matter, in the udder of 
the cow. In this case the cost of transportation is heavy because 
of conditions of handling rather than of mere bulk, but the 
principle is the same. 

Place utility is illustrated by the story told of General Sherman 
and a southern boy who offered him a fish for a nickel. The 
General said, "Why, my boy, if you had that fish in New York 
you could get a dollar for it.” The boy came back with the re¬ 
joinder, showing a knowledge of economics, "Yes, and if I had 
ice-water in Hell, I could get a dollar a drop for it.” The ques¬ 
tion of the location of any commodity is a most important factor 
in its value. There are extremely rich deposits of valuable min¬ 
erals which have very little value because of inaccessibility and 
the difficulty of getting the ores out. 

Thus far we have been considering the production of wealth, 
true material wealth, and how the three factors which unite in 
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its production share in the rewards. There is, however, another 
form of production, more obscure but just as real, which is often 
overlooked and which presents controversial aspects: it is con¬ 
fusing and involves points upon which many do not agree, for 
opinions depend upon point of view. 

We have seen that the purpose of wealth is to satisfy human 
needs and desires: that is why we produce material things and 
why we are willing to compensate the producers. But how about 
those who labor to produce not material things to satisfy us 
but to accomplish this objective without the intervention of any 
material things? How about the "service” occupations of those 
who keep us ’well, amuse us, educate us, train us to see beauty, 
and generally further our enjoyment of life? What can we say 
of the economic place of physicians, dentists, teachers, actors, 
baseball players, barbers, bootblacks, musicians, undertakers, the 
clergy, and many in humble walks of life? 

Some of these workers do produce material wealth. The shined 
shoes may be said to be worth more than the unshined, so it may 
be contended that the boot-black produces value by his efforts. 
We may also say that the pressed suit is worth more than the 
wrinkled, baggy garment and the clean linen worth more than 
the unwashed. This, however, seems like stretching it a bit, and 
there are border-line, cases. If we give the boy in the barber-shop 
a dime for brushing us off and holding our coat are we really 
paying him for material values, or is it wages and, if so, why 
wages? We have said that wages are paid out of production; 
but nevertheless some of these service workers earn wages, and 
sometimes very high wages, and yet they produce nothing of a 
material nature. What is the position of the surgeon, the actor, 
the teacher, or the priest who shepherds our immortal souls? 

It seems to us that these workers are true producers, not of 
wealth as defined, but of relaxation and rest, good music and 
peace of mind, of inspiration, encouragement, and happiness. 
These are not material things but they are worth a very great 
deal. They are intangible in the sense that they can not be traded. 
It is true, the schoolteacher can impart his knowledge to others, 
but in imparting it, he does not part with it and is none the 
poorer for having passed on his learning to another; indeed, 
the mere process of teaching increases the knowledge of the 
teacher, as any good teacher will bear witness. 

The services which many workers render are among the truly 
valuable things of life. Sometimes the service worker is com¬ 
pensated justly, sometimes overpaid, as, in our opinion is the 
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case of a cheap comedian, a prize-fighter or a ball-player. Often 
he is underpaid, as is generally the case with teachers and the 
clergy. But, be the compensation much or little, fair or unfair, 
he is paid for his services ministering to our needs and desires. 
The Associated Press recently published an item about a teacher 
who resigned to take a job driving a beer-truck. As a school¬ 
teacher his salary was eighty-five dollars a week: driving a truck 
he gets a hundred and thirty-seven a week. Apparently it is more 
important to get beer to saloons than to teach! 

We would classify these workers as true producers and regard 
the compensation which they receive as wages, though their pro¬ 
duction is not of what is technically called wealth. Of course in 
serving us directly they may impart to us some material wealth, 
as when the physician gives us medicine, the clergyman gives us 
a Bible, or the undertaker supplies a coffin, but generally the 
material contribution of such workers is small in comparison to 
the greater things they give us. Their services may be aided and 
made more efficient by capital, the blackboards and the books of 
the teacher or the instruments of the physician or the dentist, 
but these things are either merchandise in process of production 
or capital aiding production. The undertaker is the last link in 
the chain and "produces” the casket which he gets at last to the 
final consumer! Therefore he plays a part in production and a 
part in the distribution of material wealth. 

These confusing aspects of certain economic questions enter 
into a consideration of what constitutes capital and interest. Some 
economists hold that wealth conserved and applied to mere per¬ 
sonal satisfaction, but not the source of directly increased earn¬ 
ings, is not capital and does not earn interest. Some say, in line 
with this reasoning, that a house in which we live is not capital 
and earns no interest, and that the washing machine which saves 
a woman from bending over a sudsy tub is not capital and earns 
no interest, if it does only the family washing. 

These arguments seem to us to be drawing it too fine. Owning 
the house in which we live saves us from paying interest (which 
we mistakenly call rent) for the house which we would other¬ 
wise hire, so the house is capital and earns interest in the amount 
saved by owning it. The washing machine sames time, labor, and 
perhaps health, thus directly satisfying human needs and desires. 
True, it may save you downright cash, in making it no longer 
necessary to send your laundry out, but it earns interest in either 
event and the machine is truly capital. The barber produces noth¬ 
ing but satisfaction, and maybe a little smug self-approval pleas- 
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ing to our vanity and, though this is not true wealth, he is a pro¬ 
ducer of satisfaction. Your doctor and dentist produce an invalu¬ 
able thing, health and freedom from suffering, while the clergy¬ 
man gives you peace of mind, comfort and inspiration. These 
workers are to our mind all producers of service and are servants 
worthy of their hire, and when they use in their labors instru¬ 
ments, tools, equipment, of one kind or another, they may also 
be in receipt of interest on capital. 

These considerations go a bit beyond the scope of this book— 
controversial questions which may come up in a discussion. Many 
wise thinkers and students will differ with the writer, and we 
do not state these ideas dogmatically. They serve a useful pur¬ 
pose as an example of the subjective thinking inescapable in the 
social "sciences.” Think about them and form your own opinions. 

We commonly think of wages as paid by an employer in cash, 
but compensation received for work done is a wage whether it 
be in a pay envelope, salary check, professional fees, ones share 
in cooperative labor or in the direct products of self-employment. 
The fish caught, the potatoes grown, the share-cropper's part of 
the harvest, constitute a wage as long as they are the earnings of 
labor, as is also a bonus payment or the dividend to workers in a 
profit-sharing enterprise. 

Henry George tells of the custom of paying Chinese helpers 
in a sealing undertaking first in cash but later in certain "in¬ 
wards” of the seal and in the long whisker-hairs of the male 
seal, which, he says "they esteem for some purpose which, to 
outside barbarians, is not very clear.” To the economist there is 
no difference between paying regular cash wages and compen¬ 
sation "in kind,” based on the success of the undertaking, but 
to the employer in this case it meant greater net returns and to 
the Chinaman a greater satisfaction. 

If the boat builder continued to fish from his own boat the 
situation would not have been altered one particle, for if he 
uses the boat himself he is still both capitalist and fisherman. 
Ten fish, the catch without the boat, would constitute his wage; 
the other ten fish, procured by the use of capital, would be his 
interest, for it is the boat and not greater labor which makes 
possible the greater catch, and to earn wages, one need not 
necessarily be employed by another. In early California days gold 
miners spoke of each day's panning, out of gold as their daily 
wage and many an independent artisan speaks, and quite cor¬ 
rectly, of his earnings as his wage. 

Our community grows: there are fish salters and packers, 
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wholesale and retail dealers, shipyards and chandlers, sail-makers, 
engine-builders, and others contributing to the life of the colony. 
There are school-teachers relieving the fishermen of the task of 
educating their young, physicians to keep them well and treat 
their accidents, lawyers who settle their disputes, architects and 
artisans; and gradually the settlement acquires a well-rounded 
development. However, if fishing continues to be the only in¬ 
dustry productive of wealth, and all others are only contributory 
to the lives and activities of the fishermen, it must be from fish 
that all derive their support. In a sense, the entire population is 
engaged in fishing, directly or indirectly, and all wages and in¬ 
terest must ultimately be paid out of fish caught, for there is no 
other material production and no other source of revenue . It is 
only out of production—in this case fish—that wealth can come 
to pay wages to labor or interest to capital, for the capital is used 
directly or indirectly to increase the catch of fish. 

Undoubtedly some tradesmen are simply ""middlemen,” using 
that word in its disparaging sense of one who simply takes a toll 
from trade, rendering no useful service—a useless link in the 
chain of distribution. Some traders are mere manipulators of the 
markets and certainly those who '"corner” a necessity of life, 
buying up all the available supply and taking advantage of the 
monopoly which they create, hamper rather than help in distri¬ 
bution: they are mere gamblers and parasites. In the broader 
field of cultural life there are doubtful questions of what con¬ 
stitutes useful service. Some of the drama is educational, uplifting 
and productive; some is cheapening; but where do we draw the 
line? Some books are an inspiration and an education; others a 
waste of time or even worse, and one cannot generate. It is 
subjective rather than objective, for it depends upon our attitude, 
capabilities and reactions. 

There is a common idea that wages are drawn from capital; 
but were this true, it would be impossible for the worker to 
receive recompense for his toil until capital had been accumulated, 
and production would involve the exhaustion of capital. Lincoln 
well said, ""Labor is prior to and independent of capital. Capital 
is only the fruit of labor, and could never have existed if labor 
had not first existed.” 


QUESTIONS 

If, instead of enjoying consumption wages, we produce capital 
goods, how are we compensated for our labor? 

Do we profit by specialization of labor? 
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Is it wise to cripple free exchange by taxation or tariffs? 

Does labor-saving machinery generally create opportunity or de¬ 
stroy it? 

Are processing, transportation, and distribution parts of production? 

Does the boat of the fisherman earn interest? 

Does the home you own and occupy earn interest? 

Does capital save labor? 

Does it profit more to use capital if wages are high than if they 
are low? 

Does the rise of capital tend to increase wages? 

Do the capitalist and the worker have a common cause and do 
the exactions of rent injure them both? If so, can this be prevented 
by collecting ground rent for the support of government? 



CHAPTER IV 


Wages and Interest 

WHY WE WORK. CAPITAL AIDS LABOR, INCREASING ITS EFFICI¬ 
ENCY, PRODUCTION, AND ITS REWARD. RESPONSIBILITY OF GIVING 
EMPLOYMENT BY SPENDING. 


The expression, "Production for use and not for profit ” was coined 
by Karl Marx, father of communism. No sillier slogan was ever 
thought up by the mind of man. Everything that is made—if you get 
above the level of childrens mud pies—is made for use. Men don’t 
waste their time making things that have no use. If a thing is useful 
it will be traded. And when it is traded , there’s a profit—two profits, 
in fact, one for each party to the trade. For a profit, mind you, is 
merely an excess of return over output. When you take in more than 
you lay out, therds your profit. And that’s what happens in every 
trade. You get more than you give, as you value things at the moment. 

If you didn’t, you wouldn’t trade. And that goes for the other guy. 

He values what he gets more than he values what he gives. If he 
didn’t, he wouldn’t trade. He’s ?zo sap either. So you can paste this in 
your hat—and leave it there. There’s never a trade without a profit. 

It is equally true that there is never a profit without a trade. A farmer 
may have a million bushels of wheat. That million bushels won’t do 
him a bit of good until he trades them. Remember those two great 
truths — there’s never a trade without a profit, and never a profit with¬ 
out a trade. They will help you to realize the importance of trade , 
and the damage that results when men’s freedom to trade is curtailed 
in any manner—whether by tariffs, cartels, quotas, embargoes, or 
whatever . 

—C O. Steele 
in The Individualist 
September, 1953 

TN MANY occupations wages are paid in advance of comple- 
tion of the product, but they are wages nevertheless and must 
be paid out of production. The man who builds a house or a 
ship receives wages as the work progresses and is not compelled 
to await its completion. Some would say that such wages must 
be paid out of capital, but such wages simply represent a transfer 
of capital from one to another. The one who is directing the 
enterprise—the entrepreneur in the language of economics—buys 
from the workers their share of the capital which they are ac¬ 
cumulating in the form of a building or a ship approaching 
completion: the worker is glad to exchange his claim on capital 
for wages upon which to live and support his family. It is 
from production as construction progresses that workers draw 
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their wages, and the situation is no different from the case of 
the master fisherman who pays his crew in advance of the catch. 
It makes not a particle of difference whether a lone worker 
knocks together in a day a rude craft and has that boat as his 
wages, or whether a hundred men labor for a year on a ship 
which represents their accumulated, combined wages; nor does 
it alter the situation when someone paying the accepted wages 
buys from the shipyard workers their share in the progress of 
construction marked by each day's labor. 

Inasmuch as wages must be determined by production and 
can be paid only out of its fruits, it is apparent how futile must 
be proposals to fix wages by law. If wages are set higher than 
the value of labor’s product, the worker receives wages earned, 
in part, by another, and if they are less than what his labor pro¬ 
duces, he is defrauded; but don’t overlook the fact that labor 
of brain is as truly productive labor as labor of brawn, nor the 
vital point that some part of production must go to pay for the 
use of capital. 

For ages, experiments at wage-fixing have been tried—they 
date back to long before the Christian era and students of ancient 
Babylonian texts trace them back even to those remote days. Our 
own race has been toying with such schemes ever since the be¬ 
ginning of our civilization, and we are at it yet, always with a 
uniform record of failure. Sometimes our motive has been to 
keep wages down, in the interest of such favored classes as "the 
landed gentry,” as when, following the Black Death, labor was 
depleted and scarce. More often today the object is to increase 
wages, and doubtless the shift in sentiment is due to changes in 
government; formerly the wealthy and powerful nobles had to 
be truckled to, but today it is the masses with votes. 

However such schemes are framed, they must always fail: if 
wages are set too high, production will not cover them and em¬ 
ployers will cease to hire workers; or, if forced to do so, will 
soon be unable to pay them. If the added expense is passed on 
to the consumer in increased price, the cost of living will be 
advanced; and, in the long run, few will be better off. If wages 
are set too low, none will accept employment, but all will "go 
fishing” or work for themselves, for they will be better off. 

The pay of different workers is best adjusted according to laws 
of supply and demand. If the number of workers is insufficient 
in one occupation, we may have to raise the wages; and if there 
is a long line of people seeking employment, we can perhaps 
reduce the wages. Neither wages nor labor can be regulated by 
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law any better than can prices. Generally wages work out to 
about what people on the average think the services are worth; 
but in appraising the values of services, we are not overly bright. 
One man pays his butler a higher salary than his clergyman gets; 
apparently it is more important to have cocktails mixed properly 
than to save his soul! 

Perhaps this answers what sounds like a silly question, “Why 
do men work?” The answer is obvious: to procure their needs 
and desires, and yet this childishly elemental fact is often for¬ 
gotten. The thoughtless appear to imagine that men like to work, 
although even their own attitude in itself shows that they don’t 
like to work with their minds or they wouldn’t make such an 
error! 

Of course there is satisfaction in work, especially congenial 
work, well done and well paid for. One of the best definitions 
of happiness is that of the great physician, Sir William Osier, 
who defines happiness as “doing congenial work well and get¬ 
ting paid for it”—but note that last clause, “getting paid for 
it!” This is vital, for in most of the ordinary life of this work-a- 
day world getting paid for it is generally the great incentive. 
We just don’t like to do laborious and disagreeable work, and 
want to be paid for the work we do, and yet we hear constantly 
talk about “making work” as if this were desirable. We want 
wages, we want results, but we don’t want work! 

The whole object of accumulating capital is to save work. It 
is to do things in an easier way, or to get out of doing them at 
all. Professor Jenks used to tell his class at Cornell, with a twinkle 
in his eye and with qualifying caution, that “laziness is the 
mother of progress.” Nearly all our inventions have origin in a 
desire to get out of work; and yet, in spite of this, men continue 
to talk about “trying to make work” as if that in itself was an 
objective. 

It is a fundamental law of human action that we seek the 
accomplishment of our purpose with as little effort as possible. 
We may go about our tasks in roundabout ways, from ignorance, 
stupidity, or perhaps with ulterior motives. You may be seeking 
exercise; or as when, for the sake of exercise, you decline a lift 
that your friend offers you and walk. You may prefer to swing 
an axe and cut your own firewood; and, as Henry Ford said, let it 
“warm you twice,” rather than to have it sawed by an itinerant 
buzz-saw, but such cases do not nullify the principle that we 
seek to avoid work. 

Years ago a great costume ball was given by people with more 
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money than brains. The newspapers were full of reports of the 
gross extravagance; and yet the affair was justified, in the opinion 
of many, by the old threadbare fallacy that it "made work" for 
dressmakers, decorators, caterers, florists, jewelers and hundreds 
of others. John Ruskin in The Political Economy of Art pointed 
out the folly of this argument. He cites the question of extrava¬ 
gant dress justified by some under the plea that it makes work. 
His wise answer is that there would be just as much work mak¬ 
ing good and reasonable clothes for those in need as there would 
be in making extravagant costumes to be worn for a single night. 

Suppose that all this money, spent in one night of folly, had 
been used in saner ways. Suppose the money spent for outlandish 
costumes had gone to clothe thousands, cold and ill-clad; sup¬ 
pose the fortune spent on epicurean luxuries had brought sub¬ 
stantial food to those in want, that the labor of florists had been 
expended in planting parks and gardens, brightening the lives 
of many far more in need of cheer than those already surfeited 
with luxury. Just as much money would have been spent in ways 
to enrich rather than to impoverish our lives. 

You may say that practically it would not have been spent in 
such ways, but this is not the point; we emphasize only the eco¬ 
nomic angle, the effect of spending in one way or another. In 
either case, the worker would have been recompensated for toil; 
in one case, for useful and beneficial production and, in the other 
case, for things of no lasting value, things perphaps injurious, 
tawdry, and profitless, and as evanescent as April's snow. 

In the Roosevelt days of the "New Deal” there were constant 
examples of efforts to make work. Take a single example. In 
drainage operations for mosquito elimination there was insistence 
on hand labor, the use of shovels and wheelbarrows instead of 
bulldozers and ditchers. Suppose we spend $100,000 on such a 
project: it makes not a particle of difference in the employment 
of labor, barring the relatively small sum which finally finds its 
way into the pockets of owners of mines, oil wells, and the like. 
Whether we do our: excavating by modern methods or by those 
of the cave man, the money all goes to hire labor . You may say 
that if we hire men to dig ditches by hand—but do we really 
mean: by hand or with a crude machine that we call a shovel?— 
we shall pay out more in wages than if we hire them to operate 
power-ditchers, but this the writer flatly denies. If we spend a 
million dollars, it makes no difference whether we indirectly hire 
one group to mine ore and coal and to smelt iron and steel, to 
fell timber and to build machinery, and another group to operate 
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the tools which we first have made, or whether we hire the entire 
lot to dig with their hands like so many prairie dogs. It all goes 
to pay the wages of labor, to different groups to be sure, but all 
labor nevertheless. The only difference is that in one case we 
shall have a ditch a few yards long and shall accomplish nothing 
and in the other case we shall, excavate for miles, drain our 
swamps, get rid of mosquitoes, and cease to scratch. 

Any diversion of our fund to employ men just to dig, instead 
of hiring them to build adequate machinery for efficient work, 
means simply that we favor one class of workers at the expense 
of another and that we sacrifice the efficiency of our undertaking. 
The pick-and-shovel man is employed; but the miner, the lumber¬ 
man, the foundryman, and the machinist are out of jobs. Per¬ 
haps this will be more obvious from an even simpler illustration. 
We are engaged in turning the forest into cord wood: does it 
make any difference in the employment of labor whether you 
hire men to do the work with dull axes or whether you set some 
of the laborers to work grinding the axes, filing the saws, and 
building saw horses? Barring your own profits, you spend all 
you receive for the wood sold, in hiring labor; and the only dif¬ 
ference is that if you follow efficient methods you will cut your 
wood cheaper, sell more of it, and hire more men. 

Why must we go back to the Dark Ages? Our earliest ancestors 
decided for themselves, in the dawn of time, that machinery was 
a benefit when some hairy cave-man discovered that a chance 
shell made a better shovel than his own ungainly paw. The 
simplest argument for the absurdity of this hoary old fallacy is 
the reductio ad absurdunr. if machinery is of no benefit, then 
we should go all the way and abolish it in toto. Let the railroads 
rust away and go back to the stagecoach—no, we can’t do that, 
for the stagecoach is in itself a machine; so we must go back to 
Shank’s mare and plod along on foot! Scrap our electric lines 
and emulate the boy Lincoln who did his studying by the flicker¬ 
ing light of the fire, give up our paper mills and our printing 
presses and let scribes indite our newspapers on skins of sheep 
with quills of birds, or write their messages on tablets of sand. 
Scrap our plows, our picks and shovels, tickle the earth with 
bare hands, and let the oxen tread out the grain and the wind 
of heaven winnow it, and go back to savagery and barbarism. 
Then we can rest assured that there will be work for all and 
plenty of it—but a mighty poor living for all of us! 

A great deal of confusion is based on a long-exploded "wage- 
fund” theory. Many suffer from the delusion either that there is 



Wages and Interest 


33 


just so much work to be done; or that, in some inscrutable way, 
there is a definite amount of our national wealth set aside from 
which, and from which only, wages can be paid. From such 
premises some reason that this rigidly limited amount of work, 
and wages must be so stretched and spread that each may get his 
share while the getting is good. 

This reminds one of Tom Sawyer painting the fence: he had 
to hurry and work fast to get the job done before the paint was 
used up! That seems to be our notion: we must employ just as 
many men as possible on that particular job before wages run 
out!—but the simple fact is that wages are and always must be 
paid out of production. There is no other source; and, if they are 
not paid out of what the worker produces, somebody else must 
work and produce to earn the wages that he gets. And this may 
suggest to the minds of readers a basic fallacy in all "living- 
wage” legislation; for, if the worker will not earn a living wage, 
someone else must earn it for him. 

We see attempts made to hold wages up, sometimes through 
organized effort occasionally resorting to strong-arm methods, 
and by such unethical practices as "feather-bedding,” by which 
is meant requiring the employment of men who do no work of 
value. Sometimes electrical workers will not install switch-boards, 
but pull out all the wiring so their men will have to be paid for 
doing this job over again. On a construction job an electrician 
was employed at full wages to throw a switch when things started 
in the morning and again when things stopped at night. In 
newspaper offices compositors often have to be hired to set type, 
which the printer calls "dead horse.” Some material comes to 
newspapers in printing plates, but often the publisher is com¬ 
pelled to hire compositors to reset this material and distribute 
the type again although it is never used. This kind of thing is 
a direct economic waste, absolutely non-productive, and is waste¬ 
ful; and, in the long run, it means lower wages. Sometimes these 
efforts to increase wages are inspired by an unwise, unjust, but 
well-intentioned desire to help those supposed to be the under¬ 
dogs. If we keep it clear in mind that all wages and all interest 
must be paid out of production, we shall see that legislation can 
result only in disturbing the normal balance in division of the 
wealth produced and not in increasing it. 

Whenever we buy anything, we are hiring some worker to 
make it for us. Whether we order a suit of clothes, or buy it 
ready-made, we are hiring tailors to make it, weavers to weave 
it, dyers to color it, spinners to spin it, ranchers to raise the wool, 
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and thousands of others who contribute their part in production, 
processing, transporting, sewing, and even in building tools, 
machinery, and shelter necessitated. Although the suit existed 
before you purchased it, it was produced only because someone 
had the vision to anticipate your demand. We speak of the law 
of supply and demand, but it is more logical to reverse the terms, 
for demand comes first; and, until demand exists, either actual 
or potential, there will be no supply. Hunger preceded agricul¬ 
ture; we suffered from cold before we had clothing. Holding to 
this conception of trade, we have a truer picture of what happens 
in industrial life and shall appreciate the responsibility of spend- 
ing. 

To these statements there is one exception. Just as the mere 
trader, buying and selling things not produced today, such as 
"old masters,” autographs, first editions, and the like, is no factor 
in production; so the purchase of such articles has little bearing 
on employment. The value of these things is based on no ele¬ 
ment of costs of making, for production today is impossible; 
but as in the case of land, value depends on scarcity and demand. 
This, as we shall see, is an important principle and should be 
understood and kept in mind. 

We cannot end this discussion without emphasizing the simple 
but vital truth that when you employ someone you are determin¬ 
ing the way in which some fellowman must spend his time— 
perhaps a lifetime—or possibly the way a group of men will 
spend the equivalent of several lifetimes. It is equally true that, 
when you buy any current commodity, your demand determines 
the line of human labor. It is well that the consumer should 
keep this in mind, for there is a responsibility, and a great one, 
in determining how our course affects others. 

Not only is this true of hiring and spending; but it is equally 
true of investing, for that determines what form of capital should 
be produced and in what industry it will 1 increase output. Men 
are often singularly inconsistent and have few scruples about 
making money from industries of which they thoroughly dis¬ 
approve. Often there is evidence that those, ostensibly of high 
principles, do not hesitate to profit, directly or indirectly, from 
professional and crooked gambling. Among the writer’s ac¬ 
quaintances there are two instances of this form of unconscious 
double standards. One derives a goodly income from a distilling 
stock and the other has his funds largely invested in tobacco 
stocks. We are not discussing the question of the use of either 
liquor or tobacco, but these two friends have very positive ideas. 
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The first is very much averse to alcohol and the other regards 
tobacco as the invention of the evil one, and yet each rejoices 
in an income from trades which he deplores! 

Would we not do well to realize more keenly the moral respon¬ 
sibility of using our wealth and following a more sincere course 
of action? 

QUESTIONS 

Is production the source of all wages? 

What of the wages of those who work for years building a great 
ship? 

How do capital and labor adjust their shares of production? Can 
we safely set wages by law? 

Which do we want, work or wages? 

Is wasteful destruction of wealth desirable in order to make work? 

Does money spent generally go in the last analysis to pay wages? 

Which is the soundest way to raise wages—to increase production 
by greater employment of capital, or to fix wages arbitrarily by law? 



CHAPTER V 


Consumption, Spending, and Waste 

THE FOLLY OF SPENDING TO "KEEP MONEY IN CIRCULATION”— 
OF SOME ADVERTISING AND THE GOVERNMENTAL INTERFERENCE. 


The ultimate purpose of production is consumption, to meet needs 
and desires, but this is not to be confused with destruction and waste . 

Waste is often rooted in greed and indifference, but a great factor 
is government. Constantly seeking its own aggrandizement it stops 
at nothing but by corruption builds up a vast bureaucracy. _ Ever 
expanding, it forgets its primary function of protecting its citizenry 
and extorts and squanders a constantly growing part of the earnings 
of labor. Were this money spent by those who earn it, and who have 
an appreciation of its cost in life and labor, it would be used wisely, 
but the objectives of excessive government are worse than worthless. 

It goes for doles to corrupt our people and destroy self-respect, for 
useless irrigation and to take out of production land already tillable, 
for foodstuffs to be destroyed, and to pay out billions for useless 
projects in many lands, for dams in Iran and Afghanistan and for 
monumental follies which bring us into contempt. 

These are the wastes which call to us—wastes totally, unnecessary, 
promoting evil and ill-will and no good purpose. 

—Anonymous 

TLTAVING considered the production of wealth, it is time to 
turn to the other side of the ledger and give attention to its 
use, consumption and waste. Much wealth is consumed as fast as 
produced, for use and not accumulation is our final goal. Man 
raises crops and milks cows and mines coal that he may be fed, 
warmed and clad. Just as the worth of money lies in its exchange 
for wealth, so the real worth of wealth is in its use. It is axiomatic 
that waste and destruction of wealth, or its profitless use, lead 
only to impoverishment. Waste can make work but it pro¬ 
duces nothing and therefore cannot create wages. 

But such follies as the ball already mentioned are defended 
because "they put money in circulation.” Perhaps some will say 
that the rich fool might better have spent his money in saner 
ways; but that, had he not spent it as he did, it would not have 
been spent at all but would have lain idle in the bank. This argu¬ 
ment has little more to commend it than the first, for in any¬ 
thing like normal times, money does not lie idle; it is just a ques¬ 
tion of how it shall be spent. 

There are three ways in which we can employ our funds; we 
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may hoard, we may spend, or we may lend to others. Now, 
forget all about the first use, if use it can be called, for unless 
we are misers, we hoard money, barring only the s m all amount 
which serves as a balance-wheel to stabilize income and outgo, 
only under unfortunate conditions or when unstable, dishonest 
and oppressive government threatens safety of capital. We spend 
to meet daily needs, for bread and butter, for fuel, for clothes, 
or to acquire capital to earn interest and to make the future more 
secure. 

Our third choice is to lend, but this simply means that we turn 
it over to others to spend, reserving to ourselves the right to 
re-collect it when we need it. As we shall see when we come to 
the chapter on banking, this is the way that the surplus of those 
who are beyond the level of the mere hand-to-mouth subsistence 
is used when deposited in a bank. The bank does with it just 
what we might have done; they spend it for capital to earn interest 
or they lend it to someone for such use, the borrower paying 
the bank a part of the interest which it enables him to earn. 

In any society which goes beyond the most primitive, where 
each man earns his wage in meeting the day’s needs, wages of 
hired labor are in the long run generally determined, just as 
are the prices of commodities, by the law of demand and supply. 
Therefore, the unwise employment of labor, diverting it to profit¬ 
less fields, increases the cost of producing necessities and adds 
to the difficulty of meeting essential needs. Especially must s uch 
waste react on the poor and bring hardship on those closest to 
the margin of self-support. 

To draw a hard and fast line between what is profitable and 
what is profitless—between "well-th” and "ill-th”—is impossi¬ 
ble; but don’t make the mistake of reckoning only in ma.tetia.1 
terms, for some of the things that are not Caesar’s far tr ansc end 
in real worth material possessions. We must not despise spiritual 
things which may be as truly productive of a more abundant 
life as things made in factories or raised on farms. Art, recrea¬ 
tion, wise amusement, culture, and a thousand things which dis¬ 
tinguish man from the brutes are of superlative worth. 

In considering the question of waste, just as in trading, we 
must not lose sight of the interests of all, in seeing only the 
interests of the individual. A man may give away or dissipate his 
fortune to his own impoverishment; but, if others gain what he 
has lost, our common wealth is not affected. It is with absolute 
loss and waste that we are now concerned and not with mere 
changes of ownership. 
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The greatest cause of waste is war. To take a single example, 
consider the Korean fiasco. For years we were engaged in that 
struggle, and in it we spent many billions of dollars, sacrificed 
the lives of thousands of young men, and slaughtered many more 
of those of other lands, and we have made a shambles of Korea. 
What has been accomplished? The status of affairs is much what 
it was when we began, and we have neither pacified the country 
nor conquered anyone. We have not made friends or ironed out 
bad feeling, nor have we settled anything. Possibly we could 
have taught a lesson to aggressors, and we might have checked 
the expansion of communism, had we brought the war to a speedy 
conclusion, as both General Van Fleet and General MacArthur 
say would have been possible; but even if this had been achieved, 
would it have been worth the price? 

Beyond these more spectacular wastes by government, consider 
some minor and less evident wastes. We have spent, through the 
federal government and many states and cities, billions for "pub¬ 
lic” housing. It has been done extravagantly, wastefully, and often 
partaken of "Jerry-building.” It has been paid for largely by the 
taxpayers, and most of it pays no taxes and competes unfairly 
with private enterprise—in fact some expert authorities main¬ 
tain that "public” housing has accomplished absolutely nothing 
because it has so competed with private enterprise that it has 
simply displaced it and not supplemented it. It has resulted, they 
say, in the erection of poor and unsatisfactory housing paid for 
by the taxpayers and operated at a loss, instead of the right kind 
of housing, sensibly planned and erected as a profitable business 
venture. Consider Arthurdale, the Quoddy project, or Saint 
Mary’s project in Albany, already condemned and dismantled. 
Had we been wise enough to grant full and permanent tax ex¬ 
emption to similar housing projects in private industry, taxing 
only the land values, we would have accomplished far more, with 
no political meddling, on a profitable basis yielding a good re¬ 
turn in land value taxation. 

A glaring instance of waste is found in our agricultural pro¬ 
gram. Boiled down to its simplest terms, what is this scheme? 
The argument is that agriculture is the great basic productive 
industry upon which everything depends. It is said, with truth, 
that the farmer faces difficulties against which he is powerless. 
He is at the mercy of the weather, the outcome of his life and 
labor hanging on questions of frosts, temperatures, rainfall, and 
winds. He must contend with plant pests, diseases and insects 
which frequently are practically beyond control. It is also said 
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that business often benefits greatly by privilege, subsidies, tariffs, 
exclusive franchises, and other advantages. 

Even if conditions are all favorable, which they never are, in 
a business way the farmer often has difficulties. The manufacturer 
can close down if business is bad, often without great loss, but 
the farmer cannot ask his cow to hold up her milk, nor his hens 
to let their eggs accumulate unlaid, until prices rise. His cabbages 
and apples ripen in their own good time or not at all, and gen¬ 
erally it is impossible to hold them over very long until the 
market improves. The high costs of holding them, even if they 
can be held, is a great obstacle, often involving refrigeration or 
pasteurization and special handling quite different from storing 
pig iron. Furthermore, the farmer generally cannot afford to wait 
to get his money back, for he operates on too small a margin. 
Often he has no choice in the market where he sells. The diffi¬ 
culty of following fluctuating markets in various cities and keep¬ 
ing informed of conditions and demands prevents him from 
shopping around, for meanwhile his crop spoils. For these reasons 
it is assumed that the farmer is entitled to special consideration 
and protection. 

Our aim, in general terms, is to guarantee the farmer fair prices 
for his crops; and that means that prices for agricultural com¬ 
modities will be artificially held to a "parity,” or a "ninety- 
percent parity,” with other prices, meaning that when agricultural 
prices fall below these set levels, as compared with the general 
price level, the government will step in and pay him the differ¬ 
ence. 

It looks reasonable and just, but let’s look at the other side 
of the picture. It is obvious that to determine what should be 
the prices of agricultural products is difficult. We will say some¬ 
thing later about statistics, government figures and estimates of 
national income, so here it is sufficient to say that these figures 
are unc ertain, shadowy things, and it is hard to arrive at any just 
conclusion. 

Another objection is that many feel that the farmer should 
stand on his own feet and face the difficulties and uncertainties 
of life just as must the rest of us. True, he is at the mercy of 
factors which are uncontrollable, but this is often true of the 
business man also. He often suffers similarly, and yet no one 
proposes to compensate him for his losses. Is it fair to tax him so 
that one favored class may be protected from risks that others 
take? Thank of the countless changes in our business life and the 
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way that new developments often wreck old and well-established 
industries. 

What happened to carriage and wagon builders, harness- 
makers, horse-shoers and livery stables with the advent of the 
motor car? 

What about the trolley cars and the owners of the trolley 
lines? Have we compensated the builders of trolley cars and 
the owners of the trolley lines? Have we helped them in financ¬ 
ing the buses which displace the trolleys? 

How about the makers of gas-lighting equipment, the Wels- 
bach light and kerosene lamps? Haven’t they suffered with the 
advent of electricity? 

What is the outlook for many of the fibre and textile in¬ 
dustries—wool, cotton, silk—with the development of plastics? 
Should we compensate them? Should we make the manufacturers 
of plastics pay a bonus to those whom they put out of business? 

What of the builders of the old-fashioned icebox, of the coal 
or wood parlor stoves, or of "bowl-and-pitcher” toilet facilities? 
The writer recalls staying at a downtown hotel in New York 
City during college days of long ago. From the hotel window 
he counted nineteen signs of manufacturers of "Teddy Bears” 
when that "animal” was at its height of popularity. A few years 
later, when the novelty wore off, there was not one such sign to 
be seen, but did the government buy up the "over-production” 
of Teddy Bears when the demand collapsed? Do you suppose 
that, when Mah-jong waned in popularity, the makers of the 
sets were compensated? Looking at these examples, why should 
we protect the farmers from similar slumps or the vagaries of 
their markets? 

Our farm program is that the federal government buy up 
agricultural crops coming on the market when prices fall below 
a certain point, and continue such buying, until the resulting 
shortage causes prices to rise to what is considered normal. It 
is essentially a scheme of price-fixing, open to all the objections 
which will be considered when we come to that subject. Primarily 
it is contrary to a natural and inescapable law. If the farmer can 
be assured of a high price for his crop even when he over¬ 
produces, he will continue to over-produce, and the problem 
of price support will become aggravated rather than relieved. 
Let prices fall, let producers suffer a loss if need be, and then 
production will be cut with some hope of effecting a proper 
balance between supply and demand. 

Sometimes an attempt is made to yoke control of production 
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with this program, restricting the acreage to be planted or the 
crop which can be harvested on each farm. The best answer to this 
was given by Jefferson long ago: "Were we directed from Wash¬ 
ington when to sow and when to reap, we should soon want 
bread.” Even Secretary of Agriculture Wallace saw the difficulty 
of "compulsory control of marketing, licensing of plowed lands, 
the base and surplus quotas for every farmer, for every product, 
for every month . . . Every plowed field will have its permit 
sticking up on its post.” Such cumbrous machinery, political 
control and constant intervention by bureaucrats will be in¬ 
tolerable to the farmer and he will be far better off taking his 
chances. 

There are some practical details which must not be overlooked. 
There is first an unreckoned-with but very vital consideration, the 
question of politics, and corruption plays a great part in such 
programs. The vote of the "farm states” is uncertain and often 
a deciding factor in national elections, and frequently they switch 
from one column to the other. Few politicians can be unmindful 
of the fluctuations in the vote of these states, and both political 
parties are equally guilty of bidding against each other for the 
farm vote. 

But there is another side of this question of politics, the in¬ 
terests of the consumer. Combined with the influence of infla¬ 
tion, this program has raised the price of food to a point now 
disastrous to many and dangerous to some, for it has brought 
real hardship. 

We spend these billions, extorted from the taxpayers, to sub¬ 
sidize not farming for food but Farming for Famine, as Colonel 
E. P. Prentice aptly entitles a book describing it; for the food 
produced is often not used for food but is destroyed, and the 
quantity wasted and destroyed is appalling. Hundreds of thou¬ 
sands of tons of potatoes destroyed or left to rot while people 
go hungry, ditches filled with oranges to spoil while children 
grow up undernourished and rickety for lack of vitamins, hun¬ 
dreds pf thousands of crates of eggs and hundreds of tons of 
butter just spoiling while we use dried eggs and egg substitutes 
and substitutes for butter. 

Why do we continue to tolerate such a program spending bil¬ 
lions in a year to grant special subsidies to one favored class of 
people, representing about one-sixth of the total? Why do we 
tolerate this increase in the cost of living, the hardship which 
it works on many, and the impairment of our health? 

Even politicians might perhaps see the light, for some of the 
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most important agricultural groups have gone on record as 
opposed to the whole scheme. Self-reliant, self-respecting men, 
the kind of farmers who settled our country and made it great, 
have gone on record as opposing subsidies, babying, regulation, 
or interference. They want to live their own lives and take care 
of themselves and they ask no odds or favors of anyone. 

As always, there are of course some farmers, just as there 
are men of every class, who want to get something for nothing, 
and they are the most vocal ones; but why our city people, and 
notably the city women who outnumber the farm women by 
three to one, continue to tolerate a program which keeps them 
and their children poor and hungry, we cannot imagine. Probably 
the explanation lies in lethargy, ignorance, or lack of leadership. 
We believe consumers would have things in their own hands 
and could get rid of the whole iniquitous program. Its abandon¬ 
ment would get rid of many corrupting influences and a dangerous 
increase of public debt with consequent inflation. It would hold 
prices down and give us a healthier, happier, and better-fed 
people. 

Unfortunately, waste is often entailed by our economic and 
industrial life, for it is frankly competitive and competition may 
mean waste. But again a word of caution: do not take this state¬ 
ment as a condemnation of our social structure but only of some 
of its features. We give no endorsement to panaceas which, 
seeking to cure some evils, would bring others far worse in 
their train. More will be said on the programs of socialism, 
communism, fascism, economic planning and the like, which, 
in seeking a cure for the excesses of competition, would fetter 
freedom, self-reliance, ambition, and progress, as a price for 
remedying lesser evils. 

Much advertising is wasteful. An examination of a great 
newspaper discloses eight advertisements of liquor, four of 
cigarettes and three of soft drinks. Probably all this advertising 
has little or no effect in increasing total consumption or pro¬ 
duction of the wealth featured. The only result is to keep trade- 
names before the public and to induce the consumer to choose 
one brand in preference to another; what one advertiser gains 
another loses, and the cost finally comes out of the purchasers 
and restricts total sales. Surely, whatever may be our personal 
habits, there can be little advantage to our common life in in¬ 
creasing the consumption of such commodities, when induced, 
not by desire but by high-pressure and often misleading advertis¬ 
ing. 
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Similar examples of wasteful advertising could be multiplied 
indefinitely, and it would be good exercise for the reader to 
study the advertising pages of any newspaper or magazine and 
determine for himself what percentage serves a useful purpose 
and how much is the competitive shouting of one manufacturer 
against another. Even in the advertising of automobiles, probably 
three-quarters of it is designed, not to sell cars or to inform 
prospective purchasers, but to persuade them to buy this car 
instead of that. 

But this is not to decry advertising nor to condemn that forced 
on an advertiser by competitors; we call attention only to the 
waste which it sometimes involves, waste which must be re¬ 
flected in higher cost of living., Much advertising is truly produc¬ 
tive, in furthering distribution, and serves a very useful puro- 
pose. The advertising of retail stores is often informative and 
is eagerly read, and the advertising of many a new product or 
new process has a real economic value. Classified advertising 
is quite as useful as the services of employment agencies or 
real estate brokers, and book advertising may be of much service. 

Our whole industrial life is rife with conditions which entail 
waste. Drive along any important highway and note the number 
of gasoline stations; probably our needs could be met by a 
quarter of the number, for it is the competitive urge to market 
one particular brand and not the needs of the public which 
leads to their establishment. A study) of milk distribution in one 
great city showed that consumers could be supplied by one-third 
the number of distributors, for many cover the same routes 
to serve only a few customers.. 

Some of this competitive waste is unavoidable, if we are to 
have the freedom essential to real liberty, but often wasteful 
operations are forced upon us by an excess of zeal in curbing 
"monopoly.” We lack the wisdom to abolish evils without sac¬ 
rificing much that is good. In the case of overlapping milk routes 
it was held illegal for dealers to agree on a rational plan of 
districting the city, which, however it might have profited dealers, 
would have meant lower prices, increased consumption, and 
probably some lives saved, and we are told that the obstacle 
which keeps the oil companies from getting together to stop 
the senseless competition in advertising is anti-trust regulations 
to prevent "conspiracies in restraint of trade.” In manufacturing 
there is the same wasteful competition, again often engendered 
by "anti-trust” legislation, and the high rate of failures among 
city stores witnesses to wasteful competition in retailing. 
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But not all the waste is due to our economic system. We 
must always contend with the weakness of human nature and 
with political factors. Politically and officially we do much to 
impoverish ourselves, sometimes deliberately as in the limita¬ 
tion imposed on agricultural production, sometimes through 
ignorance as instanced by public work projects already cited, and 
often through general inefficiency and the unworthy motive of 
gaining votes by yielding to pressure for foolish undertakings. 

Generally, where government enters the field of business, and 
often in legitimate governmental fields, wastefulness, inefficiency 
and corruption thrive. The explanation lies in the fact that there 
is little incentive to wise management, for the profit motive and 
the watchful eye of interested associates and owners is lacking. 
Worthy ambition is displaced by the desire to secure political 
patronage, to make jobs and to win votes, and the voters of 
the country, by and large, are singularly blind to what goes on, 
provided they get what they themselves desire. 

This weakness is common to all parties, all administrations, 
and all factions; it is inherent in our form of government and 
it is the fundamental weakness of socialism. For it the voters 
have only themselves to blame, and it seems as if many, who 
are ordinarily decent and honest, fall to the temptation to try 
to get “something for nothing’’ for themselves, for their con¬ 
stituents and for their community. 

There are countless governmental undertakings which rep¬ 
resent tremendous waste. Consider the avalanche of printed matter 
being ground out by government agencies, costing millions and 
worth very little. Within a month the writer, who does no farm¬ 
ing, has received two copies of a large-paged twelve-page booklet 
regarding the Income Tax law as it applies to farm incomes, of 
not the slightest use or interest to him; and many suburbanite 
friends, who also do no farming, received the same generous 
treatment. Of course it all goes under a government frank: one 
wonders if such stuff would be quite as recklessly printed and 
distributed, if each department of the government had to pay 
its own postal bills out of its appropriation. 

Governmental operations are often characterized by conflict 
of purpose and by uncertain and questionable aims. One govern¬ 
mental bureau issues publications showing lumber interests how 
they may increase their markets by finding new uses for lumber; 
another, looking toward conservation of our forests, advocates 
substitutes for lumber. We make no attempt to pass on the 
wisdom of this or that but we do find waste in one department 
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of government spending our money to counteract what another 
does. Might it not be wiser if the government minded its own 
business of governing? 

Illustrative of this we note two outstanding pieces govern¬ 
mental folly. We are paying farmers to withdraw land from 
cultivation, to prevent excessive production from breaking prices; 
and, at the same time, we are installing in connection with 
the Grand Coulee dam, twelve huge pumps each with capacity 
said to be sufficient to provide New York City with its entire 
water supply, in order to irrigate and bring into productive use 
a million acres of arid land. 

This is an instance of the way in which governmental opera¬ 
tions are characterized by conflict of purpose. The folly of reck¬ 
less and costly expansion of agricultural acreage, brought into 
direct competition with established farming, has long been 
evident. The writer recalls the part played by his father in 
opposing schemes of premature irrigation more than half a 
century ago, for even at that time there was excessive production, 
and wheat and corn were sometimes burned as fuel on western 
farms. It was apparent even then that there was danger of 
jeopardizing the welfare of agricultural interests by artificially 
stimulating agricultural operations, and now we see the trouble 
in which such policies involve us. 

There is no sense in spending billions in bringing more land 
under cultivation, and, at the same time, spending further billions 
to take out of cultivation many acres now in use. We do not 
argue either side but we do maintain that these conflicting 
policies cannot both be wise. The great mistake is in thinking 
that problems of this nature can better be solved by politicians 
and bureaucrats than by those directly concerned. 

QUESTIONS 

Why do we want wealth? Is consumption and use our ultimate 
purpose? 

Why do we sometimes hoard money? 

Why do we spend it? 

If we save and invest in capital do we take money out of circulation? 

If we lend to others what do they generally do with the money? 

What would you say of a political policy of taking money from 
some to give to favored groups? 

Should the government subordinate justice to charity? 

Should favored groups, the farmers for instance, be insured against 
the hazards of changing times which other groups must face? 
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May a program like farm price support practically amount to 
subsidizing production and encourage production in excess of need? 

Is it wise to spend the money of the taxpayers to pay farmers to 
take land out of cultivation, and, at the same time, to irrigate and 
bring into cultivation more land? 

Which group shows the higher standard of business efficiency 
and integrity, industrial leaders or policitians? 



CHAPTER VI 


Land and Rent 

AS POPULATION INCREASES, RECOURSE MUST BE HAD TO POORER 
LAND, BUT DIMINISHING RETURNS MAY BE OFFSET BY INCREASED 
EFFICIENCY OF GREATER NUMBERS. 


The land question means hunger, thirst, nakedness, notice to quit, 
labor spent in vain, the toil of years seized upon, the breaking up of 
homes, the miseries, the sickness, deaths of parents, children, wives: 
the despair and ivildness which spring up in the hearts of the poor 
when legal force , like a sharp harrow, goes over the most sensitive 
and vital right of mankind. All this is contained in the land question. 

—Cardinal Manning 

Wherever there are in any country uncultivated lands and un¬ 
employed poor, it is clear that the laws of property have been so far 
extended as to violate natural right. The earth is given as a common 
stock for men io labor and live on. 

—Blackstone 

It is commonly supposed that land belongs to its owners in the 
same way as money or a watch. This is not the theory of English law 
. . . No i absolute ownership of land is recognized in our law books, 
except in the Crown. 

—Sir F. Pollock, K. C. 
in The Land Laws 

The people, in their right of sovereignty, are deemed to possess 
the' original and ultimate property in and to all lands within the 
jurisdiction of the State. 

—Constitution of New York 

"Y\7"E HAVE left land as the last of the three factors in pro- 
W duction to be considered because, although the most basic, 
man plays no part in its production, and it is governed by laws 
totally different from those which regulate labor and capital, 
both of which can be increased at will. 

Go back to our primitive community and see what happens 
as time passes. When our colonists first arrived, there was room 
for all, and anyone could occupy whatever land he pleased, but 
this condition has changed. Babies are born, immigrants arrive, 
and soon the settlers are beginning to crowd one another. All 
the best land is claimed, and newcomers, whether brought by 
ships or by the stork, must move further and further back into 
the wilderness; contenting themselves with land inferior in loca¬ 
tion, in fertility, or for a host of reasons. Good land is in de¬ 
mand. Land now commands a price, and this illustrates the dif- 
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ference between usefulness and value, for the better land, once 
free for the taking, has acquired a price, although it will, grow 
no better crops than before. Now land figures definitely in the 
economic picture, for the new arrival, if he is to have good 
land, must pay for it, and production will be divided, not into 
wages and interest as at first, but into three parts, for the land¬ 
lord must have his rent. 

As population grows, new colonists are driven to less and less 
desirable locations. They begin to cultivate what the economist 
calls marginal land, for its production is just on the margin of 
the recompense which labor must receive if the land is to be 
worked. Were it any less productive, it would be wiser to em¬ 
ploy one's time elsewhere or at other labors. The law of 
diminishing returns begins to operate. 

Suppose the best land, now all preempted, will yield two 
hundred bushels of potatoes an acre. With a growing popula¬ 
tion, this fertile land will no longer suffice to feed the colony, 
and recourse must be had to land which produces only a hundred 
bushels. It takes just as much labor to grow these hundred 
bushels on the poor land as to grow two hundred on the good. 
The potatoes are all alike and bring a dollar a bushel. There¬ 
fore, the farmer on the poor land gets only half as much for 
his crop as the man on the better land. Since the more fortunate 
farmer receives twice the income of his neighbor, we may thought¬ 
lessly say that he is earning double the wage, but this is not 
true; for, although his income is twice as great, his advantage 
lies in the better land. He receives not higher wages but rent 
in addition to wages, and it is better land and not the labor that 
brings in this increased income. Without the superior land, his 
income will be cut in half. 

For simplicity, we assume only two grades of land, the best 
twice as productive as the rest. Of course practically it never 
goes this way; and if we should grade our land according to its 
desirability, putting the first say at a hundred and then running 
it down by tens or fives, we would have a better picture of real 
conditions. We should see then that the effect of an increase 
of population, other things being equal, would be to drive down 
wages because landless men would have to work poorer and 
poorer land. Their production would be less, and production con¬ 
stitutes the natural wage of labor, as Adam Smith puts it. This 
would, however, be balanced by increasing rents for land; and 
the lucky ones, who got there early and got the best land, would 
be benefiting by ever-mounting rents although wages would fall, 
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This gives us a basis for arriving at a price of the land. If 
capital can normally earn five percent, the more fortunate farmer 
will not part with his land for less than $2,000, or not for 
materially less, for there may be other considerations such as 
future prospects of the potato market, growth of population, and 
future demand for land which enters into consideration. Pos¬ 
sibly he looks for an increase in population which will increase 
demand for potatoes, forcing cultivation to lands which will 
yield only fifty bushels, with prices mounting to two dollars a 
bushel. This would make his crop worth $400; wages are un¬ 
changed, for the fifty-bushel land will give a wage of $100; so 
the advantage of his far better land, reflected in rents, will be 
worth $300 a year, and the price of the best land will soar to 
about $6,000. 

We have seen in the illustration of the fisherman, whose 
wages are increased by the use of capital in the form of boats, 
that the effect of capital is to increase wages. Similarly, from the 
story of irrigation in Egypt, we have seen that high wages make 
the use of capital profitable, increasing the interest which it 
earns. We see that wage levels and interest rates are very closely 
associated and tend to rise and fall together, broadly speaking, 
in the long run. When wages go up, we can pay well for the 
use of capital because it saves high-priced labor; and conversely, 
when wages fall, there may be a tendency to avoid the use of 
expensive capital, and interest rates will tend to drop. There¬ 
fore, in our illustration, as we lower the marginal cultivation 
of land, we will increase rents and reduce both wage levels 
and interest rates. This is not true in each detailed case, or 
immediately, but it is a general tendency over the run of time. 
The reader will remember that land is not capital, and, while 
interest rates may go down, rents will go up. There is there¬ 
fore a tendency with the advance of society to increase rents 
and land values, decreasing interest and tending more and more 
to encourage the investment of funds in land speculation rather 
than in the production of capital. This is borne out by experience, 
for rising land values are often the first sign of an improved 
economy, and frequently a decline is the forerunner of f 'bad 
times/' On these questions we only touch here. They will be dis¬ 
cussed more fully a little later. 

We have assumed that other factors remain the same, but they 
seldom do. Our settler may look for an increase in population 
which will not only force recourse to poorer land but increase 
demand for potatoes, thus justifying the cultivation of lands in 
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future which it is not profitable to work today. Furthermore, 
discovery, invention, new methods, and all the benefits of special¬ 
ization and mass production have the same effect on rents as 
has growth of population. 

For example, a power tractor or a potato digger can be used 
profitably on good land but may be totally useless on poorer 
land, hilly and rocky, so the invention of such machinery tends 
to increase the differential between good lands and bad even 
more widely. Again, the good land, being nearer to the market 
and owned by the more prosperous, benefits by improved roads, 
making motor transport possible and profitable, while on the 
barren hillside farms they must still drive old Dobbin through 
seas of mud or deserts of sand. Telephone and power lines 
will reach the backward districts only after long delay if at all, 
so every advance tends to accentuate the contrast between good 
lands and bad, for the well-located farmer can keep in touch 
with markets and sell to better advantage. The elevator, and 
greater density of population, will enable small holdings in 
central locations to house and to serve many people, but often 
such advances do nothing for isolated back-washes of civiliza¬ 
tion, and may even draw off population, or the more ambitious 
and progressive members, to more thriving centers. Such con¬ 
ditions often account for heavy loss of population, and a con¬ 
sequent slump in land values even in prosperous states, as, for 
example, in some rural counties in New York. 

As such developments occur, the differential in land values 
becomes more accentuated. Three hundred years ago the land 
on Manhattan Island was but little more desirable than was 
much of the land in New Jersey; but, as civilization advances, 
bringing with it all the advantages of social life, these benefits 
•center increasingly in growing communities, and New York City 
becomes more and more the focus of all our interest, industrial, 
financial, social, and cultural. The mere fact that a city starts 
to grow gives its growth an impetus and a momentum; and, as 
time goes on, the landlords in a metropolis harvest far more 
of the benefits than those in less strategic spots. 

Consider how advances even in pure science conspire to raise 
land values in a great city. Had it not been for progress in 
invention, in engineering, in railroading, in the electrical arts, 
such a city as New York would today be impossible, for the 
city simply could not live. These advances make possible the 
concentration of our life and interests in great centers, and a 
constant increase in land values. Often such changes go far to 
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counterbalance what might be expected to result from the oper¬ 
ation of diminishing returns and raise rents, which advance 
because of increased production in favored places. From this it 
follows that what we call progress may generally benefit the 
landowner more than anj one else, sometimes to the positive injury 
of the landless man. 

Failure to grasp the principle of diminishing returns has driven 
many an enterprise onto the rocks. It is assumed that, because 
we can make a hundred watches and sell them at a profit, if 
we make a hundred thousand, we shall make a thousand times 
as much money, but it seldom works that way, for an increase 
in production may not be balanced by proportionate demand. It 
may be necessary to cut prices to dispose of the larger output 
or to engage in costly high-pressure selling and advertising. 
Sometimes the market at established prices—or even at any 
price—is limited in a way that is almost absolute. Because one 
bridge collects a toll from a thousand carowners, it does 
not follow that two bridges can collect toll from two thousand, 
for there may be only a thousand who wish to cross the river 
on any terms. 

Important as this principle of diminishing returns is, it is 
perhaps as often exaggerated as forgotten, for sometimes factors 
of increasing production and increased efficiency come in, with 
all the benefits of mass production and the manifold advantages 
of what we call the capitalist system. A genius like Henry Ford, 
with vision and faith, by large-scale operations, effected such 
economies that he could constantly improve his product at the 
same time reducing costs and prices, so that the market, instead 
of shrinking, constantly expanded. 

The specialization of workers and the greater efficiency of 
combined effort must be reckoned with. A million men engaged 
in railroad construction and operation can furnish transporta¬ 
tion to the nation far more economically per worker than can a 
hundred, and large-scale operation brings great gains in dis¬ 
tribution, transportation, and balancing of demand and supply. 
Merely to have goods where they are wanted when they are 
wanted means larger markets; the very fact that newspapers 
are on sale everywhere increases their sale, and the consump¬ 
tion of many articles is increased by the readiness with which 
they may be bad. 

In agriculture, the law of diminishing returns sometimes 
operates strikingly. If a farmer can grow a bushel of wheat 
with what we call, arbitrarily, one unit of labor, he may, with 
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two units, treble his crop. An increase of only one tenth of 
the labor spent in watering your garden, may more than double 
your crop, but it does not follow that spending twice as much 
time with the hose will bring a proportionate increase. It may 
work out this way: 

1 unit of labor will grow I bushel 

2 units of labor will grow 3 bushels 

3 units of labor will grow 5 bushels 

4 units of labor will grow 6 bushels 

5 uni ts of labor will grow 6y 2 bushels 

So we find that labor gives the largest returns, or “the opti¬ 
mum”—one-and-two-thirds bushels—when we employ three units 
of labor to grow five bushels, and it may pay better to resort 
to lands nearer the marginal point than to labor more intensively. 

About the time of the founding of our Republic, an English 
clergyman named Malthus published his Essay on the Principles 
of Population. He argued that population increases faster than 
does production and the means of subsistence, and that therefore 
some must always be at the borderline of starvation. He figured 
that pop ulatio n doubles every twenty-five years while production 
increases only in arithmetical ratio. The fallacy lay in both 
premises and deductions. Sometimes, especially in new countries, 
population does increase as he imagined, but this ratio is seldom 
long sus tain ed, nor does the principle of diminishing returns 
operate in the inflexible way which he took for granted. Popu¬ 
lation and production tend to keep in adjustment with one an¬ 
other; and, in all probability, there are biological forces of 
which we know but little, that keep population in control. 

In Revolutionary days, when his book was written, the popu¬ 
lation of what is now New York City was about fifty thousand 
and today it is about eight million. Doubtless, had this growth 
occurred over night, famine would have happened, but many 
things have happened besides the growth of numbers. Railroads 
have brought land a hundred or even a thousand miles away 
practically nearer to the great city than were once the marginal 
lands of New Jersey, the Hudson Valley, or New England. The 
automobile has played its part with modern roads, ferries, bridges, 
and tubes; and discoveries and inventions in refrigeration, stor¬ 
ing, packing and preserving foods have been important elements. 
The discoveries of Pasteur have helped enormously to feed the 
people, for without his labors it would today be impossible to 
provide the babies of the great city with safe milk—an illustra- 
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tion of the important part played by scientific research in actual 
production. New York City today receives milk from a dozen 
states, butter from thousands of miles away, fruit and vegetables 
from Florida and California, meat from the Argentine and 
Uruguay, and many of its foodstuffs from the very ends of 
the earth. 

So, although food production from the lands in the immediate 
vicinity upon which the city once depended has fallen to prac¬ 
tically nil, this has been offset by advantages of greater popula¬ 
tion, diversification, specialization, invention, and scientific re¬ 
search. Probably as time goes on we shall continue to meet 
our needs, not by resorting to resources now sub-marginal but 
by progress in research, scientific processes, and better organiza- 
tion. 

We frequently hear talk of over-population, of congestion, and 
need for expansion; but, real as these problems sometimes are, 
they may be easily overrated. Not only could the population of the 
earth be greatly increased without seriously taxing our resources, 
but many a thickly settled country could support a far larger 
number than it does today, were it not for our own stupidity. 
Were the entire population of the world, whatever its race, creed 
or color, to remove to Texas, each individual could build his 
habitation and hoe his garden on a lot about fifty-five feet square. 
Were they to spread over the Whole United States, occupying 
only farmlands and reserving mountains, forests and deserts for 
common play-grounds, each family of five could have nearly 
two and a half acres. And they could all go swimming at once 
in Lake Superior where each one would have his own pool 
about twenty feet square! 

The modern farmer, with better seed, better livestock, and 
better machinery, applying the findings of science, can grow 
far larger crops than could his grandfather, and there is no 
reason why this advance may not be long continued. A simple 
invention like the Babcock test, which shows which cows are 
truly profitable, enables the dairyman to breed up his herd and 
to double milk production from the same number of cows. 
Specialization has freed him and his family from many time- 
consuming tasks such as spinning, weaving, threshing, grinding, 
cutting wood, and making candles to light his home. Today these 
tasks are done for him by others and they are done better and 
more cheaply. The public-service company lights his house and 
bam, turns his machinery, pumps his water, ices his product, 
milfe-s his cows, and incubates the eggs, leaving the hens free to 
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do something more profitable than to sit on a nest. Other workers 
meet many of his wants far more cheaply than he can satisfy 
them by his own labor, and a hundred and sixty million of us 
cooperating, and trading freely with one another, leave each free 
to devote his labor to whatever occupation is most remunerative, 
to the benefit of all. 

We cannot dismiss this subject without a word on its inter¬ 
national aspects. These questions are discussed in the chapter 
on tariff; so now we only call attention to the possibility of 
greatly increasing production of man’s needs by extension of 
these principles of large-scale production, diversification, special¬ 
ization, and exchange through all the world, by free trade, not 
restricted by tariffs and similar schemes, profiting by the pro¬ 
duction of each commodity where it can be produced most 
cheaply, and broadening export markets in every country for 
goods which they turn out to best advantage. 

QUESTIONS 

Is what is paid for the use of a typewriter or a rowboat true rent 
or is it interest on capital? 

Is what is paid for the use of a house, rent or it is interest? 

Is ground rent the only true rent? 

Does population increase affect land values? 

Does growing population force recourse to poorer lands? What 
effect does this have on wages and on rent? 

Is rent determined by a differential in land values? What other 
factors have the same effect on land values as population increase ? 

Is diminishing return sometimes offset by division of labor? 

Do wise services of government tend to increase land values? 

Does the value of what man makes often increase beyond repro¬ 
duction cost ? 

Who made the land? Is land wealth? Is a building wealth? 

Are land values the result of social forces rather than of individual 
labor? 

Is the rent of land earned by the owner? 

Is rent different in nature from wages and interest? If so, in 
what respects? 

What is the first necessity of life—necessary even before we are 
bom? 

Who made the land? Was it made for the benefit of one class 
to the exclusion of others? 

Is there a difference in the factors which give value to land and 
value to the house on it? 
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Profits 


THE PROFIT MOTIVE, SO OFTEN MALIGNED, IS ACTUALLY A 
TREMENDOUS FORCE FOR GOOD, AND PROFITS ARE ABUNDANTLY 

JUSTIFIED. 


A man going into another country, called his servants and de¬ 
livered unto them his goods. Unto one he gave five talents, to another 
two, to another one; unto each according to his ability. Straightway 
he ihai received the five talents went and traded with them and made 
another five talents. In like manner he that received the two. gained 
another two, but he that received the one went away and digged in 
the earth and hid his lord’s money. 

After a long time the lord of these servants cometh and made a 
reckoning with them, and he that received the five talents came and 
brought other five talents, saying “Lord thou deliveredst unto me 
five talents; behold I have gained beside them five talents more.” His 
lord said to him: “Well done, good and faithful servant; thou hast 
been faithful over a few things, 1 will make thee ruler over many 
things. Enter thou into the joy of thy Lord.” 

He also that had received two talents came and said: “Lord, thou 
deliveredst u?ito to me two talents: behold 1 have gained two other 
talents beside them.” His lord said to him: “Well done, good and 
faithful servant; thou hast been faithful over a few things, I will 
make thee ruler over many things. Enter thou into the joy of thy Lord." 

Then he that had received the one talent came and said: “Lord, I 
blew thee that thou art a hard man . . . and I was afraid and went 
and hid the talent in the earth: lo, there thou has what is thine A And 
his lord answered and said unto him: “Thou wicked and slothful 
servant . . . thou oughtest to have put my money to the bankers and 
then, at my coming, I should have received back mine own with 
interest. Take away therefore the talent from him and give it unto 
him that hath ten talents—and cast ye out the unprofitable servant 
into the outer darkness,” 

—Gospel, According to St. Matthew 

W E HAVE thus far said nothing about profit, for this is 
another one of those ambiguous words which has no pre¬ 
cise meaning and is better left alone. 

Profit is simply a loose term by which we mean an excessive 
return in any of the three categories of rent, wages, or interest. 
If you own real estate which, leased at a thousand dollars, 
brings a good return; but, if by some fortunate circumstance, 
you can lease it for two thousand dollars, you say it is profit¬ 
able; but you are really getting an excessive rent. If, when money 
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is worth five percent, you can loan yours at ten, you are securing 
abnormally high interest, thanks to foresight, sagacity or luck. 
If employed in a shop at five dollars a day you have the wit 
to develop an enterprise of your own, which will net you ten 
dollars a day, you will certainly find it profitable to make 
the change; but what you are doing is to earn higher wages 
by initiative, brains, or ingenuity. 

There are unfortunately other ways in which you can make 
profits. You can buy securities three for a penny and peddle 
them out to the public at a thousand dollars per, and then 
probably go to prison. Or you can bet which color will come 
up or whether it is odd or even or which quadruped can run 
the fastest or whether consolidated goes up or goes down, or 
you can do a hundred things. Possibly you can kidnap an heiress 
for ransom or rob a bank. Call the proceeds of such adventures 
profits if you like; but they are a thing apart from present dis¬ 
cussion, and somehow in the long run we generally don't find 
much enduring profit in them. 

Another way in which a profit may sometimes be made is 
to buy a piece of land, or an old rookery, in the heart of a 
great city. Hold it indefinitely, letting it become a breeding 
place for vice, crime, and disease; but meanwhile see it con¬ 
tinually advance in market price. Then sell it at a hugh profit 
and you will make the unearned increment, a profit unearned 
and for which you have given no return whatever. This is per¬ 
haps one of the most glaring ways of making unjustified profits 
which is common today, but of this much more will be said 
later when we come to questions of land and taxation. 

A common definition is "any gain or advantage," but such 
a definition would include wages and interest. Profit by this 
definition covers all the earnings of labor, which is confusing 
if we're to analyze these matters and understand them. In popular 
use, "profits” includes all income beyond what is spent in opera¬ 
tion of the business, covering everything from which dividends 
and reserves may be met. This definition does not, however, in¬ 
clude interest, for as interest is commonly understood, it is not 
profit but an expense. Yet interest and dividends are often very 
similar, for both are return on capital and in their nature are 
essentially the same. Distinctions are more a matter of business 
detail than of economics. The differences are: 

(I) Interest is generally paid to creditors who loan funds 
to provide capital, while dividends are paid to those who 
themselves provide capital. 
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(2) Interest is generally agreed upon at a fixed rate, whereas 
dividends are fixed by earnings. 

(3) Interest may legally have a priority claim and be paid 
before dividends. 

(4) If interest is not paid, the creditor has generally a claim 
on the assets of the business prior to claims of stock¬ 
holders. 

A careless definition of profits often implies that profits are 
unearned, an idea conducive to unsound and dangerous thinking. 
A writer in a religious periodical says: "The corporations chief 
purpose is to make as large profits as possible for the owners— 
in other words, its aim is to get something for nothing.” The 
vicious implications of such language are obvious, and there 
is not a particle of truth in the statement, for the owners of a 
business supply the tools and equipment which constitute capital 
and which enable workers to produce and to earn. How is the 
factory produced? How is machinery acquired? How is the 
business financed during its early development when income is 
negligible and expenses high? Such teaching as this is a direct 
result of failure to grasp the fact that wages and interest are 
both the earnings of labor, and this blindness leads to an attempt 
to belittle capital and to condemn the interest it earns. Wages 
are compensation for today's labor: interest the compensation for 
labor performed in the past as we have seen in the case af the 
fisherman's boats. 

One form of profit not easy to classify is a return for which 
the recipient gives no value whatever in exchange, no quid pro 
quo as the lawyers put it, as when land is bought in hopes of 
garnering a profit from what the economist calls the "unearned 
increment.” Population grows and increased numbers bring 
increased demand for land and higher prices, or the government 
makes public improvements paid for by all the taxpayers, in¬ 
creasing the value of the land, which increase is pocketed by 
the landowners. Such profits are reflected in higher rents— 
ground rent the economist calls it, for this true rent is paid for 
tenure of the land only . 

That this unearned increment pocketed by the landowner is 
unearned is beyond dispute, but we have little patience with those 
who talk about "robber landlords” and "thieving speculators.” 
The personal appropriation of what the community pays for is 
no more their fault than it is your fault or mine. It is our estab¬ 
lished system: they play the game according to accepted rules, 
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and can we blame them? Furthermore, in order that landowners 
shall be fully protected in the full enjoyment of all the improve- 
ments that they make—the buildings they erect, the orchards 
they set out, the wells they drill, the grading that they do, the 
roads they construct, and a hundred other things it is necessary 
that title and tenure be respected. 

Today the income from these things is very heavily taxed. 
These things are justly private property and belong wholly to 
those whose labor has produced them; and, if they pocket the 
unearned increment, it may be viewed as partial compensation 
to the landowner for an iniquitous tax system which often pre¬ 
vents his putting his holding to productive use. Here we only 
touch on these subjects, which will be more fully discussed when 
we come to questions of taxation and particularly the taxation 
of real estate. 

Mr. Tr uman ’s concept of profits is illustrated by some of his 
statements during his attempted seizure of the steel industry. 
He cited as profits of the steel companies figures before they paid 
taxes, thereby multiplying earnings of the companies by six, for 
taxes take about five times as much as the owners receive. Why 
taxes should not be treated in bookkeeping just as are all other 
expenses—wages, raw materials, etc.—it is hard to see. Mr. 
Truman could have made an even better case if he had taken as 
profits, all the receipts of the companies before they paid for 
raw materials and wages, as well as taxes! We think of profits 
however we define the word, as profits to the owner and not as 
profits that one man earns and another gets. Surely no honest 
man can say that profits of a business include money seized by 
the government and which the owners of the company never see. 

It seems to be the fashion among many to decry the profit 
motive. Politicians, demagogues, visionaries, cranks of every 
stripe, and even great divisions of the church which calls itself 
Christian, unite in execrating it. In a popular poll, only two in 
five believe that the profit motive is essential in our industrial 
life, though why men should continue to work in its absence 
they don’t explain. Do away with profits, for the profit system 
is always evil, self-seeking and unscrupulous! What is the 
maligned profit motive of which we hear so much today? 

In a recent radio program, a woman made a statement illus¬ 
trative of the confused and warped view which many hold re¬ 
garding profits. She said, "Our economic system, in which the 
profit motive is still a controlling factor, works terrible inequali¬ 
ties and injustices, so that in peace-time one third to one half 
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of our brethren live miserably in slums with insufficient food and 
clothing.” 

We wonder why she blames the *’profit motive.” Had she ever 
read the parable of the talents and does she condemn the servants 
who made one hundred percent profit and won the commenda¬ 
tion of the Master? Many give these snap judgments without 
study or thought and all too often the thoughtless seize on them 
and accept everything that they are told. 

If the well-meaning but economics-ignorant speaker had 
studied the question, she would have found that the major cause 
of poverty, which distresses her and all right-minded people, lies 
in the free opportunity denied to many to earn the profits to 
which she so strenuously objects, often because of land monopoly 
and crushing taxation, imposed in a way that stifles business and 
kills jobs, as we show in later pages. Such attacks as hers on 
legitimate and praiseworthy industry, condemning the commend¬ 
able profit motive which gives incentive to all, certainly do not 
help. 

Note too her statement about a third to a half of our people 
suffering from insufficient food and clothing. Where does she get 
her figures? They have been passed around and quoted and re¬ 
quoted, but have they ever been verified? More will be said on 
this matter of statistics which are only wild guesses, and we be¬ 
lieve that these estimates fall in this class. Presumably, if there 
is such a proportion of our people ill-fed and ill-clothed, it is 
a matter largely of inflation and taxation; and these are matters 
which will not be helped by abusing the profit motive, which 
gives the urge to production. If the speaker is sincere in wishing 
to do something to better the situation regarding food and cloth¬ 
ing, she might well oppose farm programs and tariffs, both of 
which, as we shall show, are deliberately devised to increase the 
cost of living, and taxes on houses, swelling living costs enor¬ 
mously. These are among the major causes of poverty and suf¬ 
fering. 

When you and I plant a garden, why do we bury the seed in 
the ground? Why labor with brain and muscle? Why wear our¬ 
selves out teaching, training, supervising workers, often shiftless 
and, indifferent, so that they may be encouraged to use what 
ability they have to make a living? Why invest our own labor 
and the savings of years of toil in an enterprise which is often, 
at best, a gamble? Why lie awake nights, thinking, planning, 
working to organize a new industry, to develop a new process, 
or to invent a new tool? Is not our incentive nearly always the 
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hope of profit in higher wages or interest on capital? Is there not 
inborn in each one of us an urge to better our condition and to 
provide for those near and dear to us? 

To some of us this expectation of profit is a far more power¬ 
ful incentive than any vague dream of some hazy social benefit, 
conceived and planned by some official. The hope of profits is 
one of the most impelling things in the heart of man, and no 
one can condemn it. No one should do other than encourage 
and praise the man who seeks the well-merited reward of honest 
labor, which makes it possible for him to care for his family and 
himself, and perhaps provide reasonable relaxation, culture and 
pleasure and the higher things of life. The profit motive is a 
force which lifts humanity and makes for progress and provides 
guidance, leadership, and stimulus for many a drifter. Any good 
quality may be carried to excess, and the lust for profit may be a 
temptation to evil and a synonym for greed, avarice, or stealing; 
but the desire for profits in itself is a stimulus to ambition, a spur 
to achievement, and a force for good. 

Some say the best work is seldom inspired by the expectation 
of profit and that those who engage in the highest labors seldom 
have an eye on the reward. Homer did not write for royalties, 
the prophets of Israel were not on the payrolls of the govern¬ 
ment, and Washington was not seeking a salary. Today a large 
part of the work of scientists, teachers, and writers, and of many 
a professional man, is done without a thought of profit, but don’t 
overlook an important point. There is a line to be drawn between 
these higher activities of mankind and the everyday occupations 
of trade, business, and labor. Can we expect the same consecration 
of spirit and idealism which inspires a great painting, an epic 
poem, or the measurement of the distant stars, to inspire the 
making of galoshes, the picking of potato bugs, or the scaveng¬ 
ing of the filth of a great city? The dreamer, the poet, the artist, 
the scholar, or the true scientist will do his work regardless of 
pay envelopes—although a profit motive enters into even such 
undertakings more often than many imagine—-but the shoemaker, 
the miner, and the man who lays the drains, or even those who 
shoulder the responsibilities of management seldom will. We 
quote again Dr. Osier’s definition of happiness, for it is worth 
remembering, "Doing congenial work well and getting paid for 
it”—and don’t forget that last clause! 

There is an urge to the higher aspirations which cannot be 
rated in money; but, in the humdrum lives of most of us, things 
are too inextricably mixed up with shoeing the children, paying 



Profits 


61 


the milk bill, and keeping the butcher quiet. We must reckon 
with a profit motive. To do away with this incentive would 
paralyze initiative, ambition, and progress. Christ himself com¬ 
mended the wise trader. 

The essential weakness of socialism and communism is that 
these creeds deny to the worker the reward which his -work 
should bring. He does not directly profit by what he produces, 
but it goes into the general fund to be shared by producers and 
non-producers alike. That this kills progress we learned only 
too well very early in the history of our country. The first two 
permanent English colonies on this continent were established 
on the plan of communism; and, as long as this continued, both 
failed tragically; and, had it not been for wise reforms, these 
two pioneer posts of English civilization in the new' world 
would have perished. 

One angle of this question was recently brought out in con¬ 
versation with an old and valued friend. Decrying the ‘profit 
motive/ 1 she expressed a hope for the time when ' production 
will be for service and not for profit”—a phrase we often hear 
but which means little. All production is for service. 

What better gauge can we have of the value of service than 
the price it commands? Generally the earnings of labor are an 
indication of the value of service rendered, and the Rotarians 
are right when they say that he who serves best profits most. 
It is true that we often disagree in our appraisals: the writer 
questions if ball players and prize fighters merit the rewards they 
receive; but this is a matter of opinion, and the public is willing 
to pay them as it does. Are not these, the rank and file of our 
people, those who should say what service they value the most? 
Is there any better standard by which service can be judged than 
the opinion of the people? 

Profit is simply a loose term by which is generally meant an 
excessive return in any of the three categories, rent, wage or in¬ 
terest. If you own a piece of property which, leased at $1,000, 
brings you a good return on what it cost, and if, by some for¬ 
tunate circumstance, you get $2,000 a year for it, you say it is 
profitable. In reality, you are simply getting an excessive rent. 
If, when money normally earns five percent interest, you can 
lend yours out at ten percent, you are securing an abnormally 
high interest, thanks to foresight, sagacity, luck, or perhaps 
greed. If you are employed in a shop at ten dollars a day and 
have the wit to develop an enterprise of your own which will 
net you twenty dollars a day; or if, by studying nights, you can 
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train yourself for some higher calling, and earn a hundred or 
a thousand dollars a day, you are earning higher wages by initia¬ 
tive, brains, and ingenuity. 

In one case the owner of a large department store thought 
that he was doing a fine business and making good money. He 
had never taken the trouble to analyze where the profit, as he 
called it, came from. In the course of time he had an offer for 
his store. Studying the question and analyzing his receipts,. he 
found that he could sell his building and the land it occupied, 
for enough, if invested wisely, to yield as large an income as he 
had been deriving from his business. He could retire with none 
of the labor and anxiety of running the store and be actually 
better off. 

The explanation is simple. The land on which the building 
stood had increased tremendously in value. He had never taken 
the trouble to study his business properly and to recognize that 
the value of his land was his greatest asset. Actually, what he 
thought was profit from his business was more correctly rent, 
for if the site of the business had been owned by someone else, 
and he had paid rent for it, he would have been "in the red.” 

There are, unf ortunately, some ways in which we can make 
profits which do not fall in any of these categories. You can buy 
"securities” three for a penny and peddle them to the public at 
$1,000 per, or you can bet which color will come up, or whether 
it is odd or even, or which quadruped can run the fastest, or 
whether Consolidated Hot Air common will go up or down. 
Perhaps, if your talents lie in that direction, you can kidnap an 
heiress for ransom or hold up a bank. Call the proceeds of such 
adventures profits if you like, but they are a thing apart from 
present discussion; and, in the long run, we generally do not get 
much enduring profit from them. 

A term frequently found in economic writings is "entrepre¬ 
neur” or in English , "enterpriser,” by which is meant what we 
rail in everyday language the promoter or organizer of a business. 
The returns which he gamers are often regarded as profits, but 
these people often perform many functions. They organize, pro¬ 
mote, and enlist the support of others. They often invest money 
themselves in the capital of the company, and frequently they 
hold positions in the new enterprise. Generally what they get is a 
wage for work done, plus perhaps interest on capital in which 
they have invested, but there is something else which may enter 
into the picture which we may call payment for risk incurred. 
Turn back to our example of the fishermen and consider the 
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fishing captain who does the organizing and managing and takes 
the risks. Very probably he secured the boat and made the deal 
with the owner. He is an entrepreneur and earns and deserves 
more than his fellows, for he does all the planning and worry¬ 
ing and takes the chances. His share of the earnings is in part 
wages for his foresight, enterprise, and courage because of the 
possibility of loss. 

If we have an opportunity to invest in two different enter¬ 
prises, one almost sure and the other hazardous and speculative, 
we will invest in the former and not in the latter, unless it may 
be expected to give us, if it succeeds, much higher returns than 
the well-established business. We hope that the hazardous one 
will pay us 20%, while the safe investment is pretty sure to 
pay 4%, but no more. In that case we may say that the higher 
interest is payment for hazards incurred in taking a chance on 
something new and untried. This explains the difference in in¬ 
terest rates on different kinds of investments, and it also accounts 
for some of the money which the "entrepreneur” receives. He 
takes his chances at big odds on something which he may or may 
not be able to put through; and, if he does succeed, he will expect 
a big return for the risk he takes. 

The clearest and simplest classification is that there are three 
elements in production—land, capital, and labor. Land is a pri¬ 
mary necessity and the basis of production, but labor and capital 
are the true producers, and they earn what they get either in 
wages or in interest. The landlord gets rent but, as landlord, 
does nothing whatever to earn it. It is true that he may take a 
chance in buying the land, and it may or may not be a wise in¬ 
vestment; but he does not produce the land, nor does the land 
yield any real return without the cooperation of labor and capital. 
The fact that he takes a certain risk in buying the land means 
nothing and does not earn a profit, for a mere change in the 
holding of title produces nothing. The land was there before 
he appeared on the earth, will be there after he is gone, and all 
he does is to acquire it, and collect a toll for its use. This will 
be discussed more fully when we reach the subject of real estate. 

The other non-producer that creeps in is the government. Gov¬ 
ernment protects us from enemies, at home and abroad, and local 
and state governments often furnish valuable services—roads, 
pavements, water supplies, schools, the protective services of 
police, fire and sanitation departments—but generally govern¬ 
ment, and especially the federal government, collects a toll far 
in excess of the just price of services rendered. Government lives 
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by its exactions from the earnings of its people and not by any 
production of wealth on its part. The exactions of these two non¬ 
producers greatly reduce the compensation of the true producers, 
and diminish the incentive to produce. 

The inroads which these two parasitical elements—rent and 
excessive or unjustifiable taxes—exact must of necessity diminish 
the return of labor, whether it be in wages for direct productive 
toil or in interest to pay for the aid given by capital accumulated 
by labor. Rent is inevitable and inescapable: it is the differential 
between marginal and better land. But there is a simple and just 
method by which rent can be returned to all of us in services, 
to be discussed later. As for the crushing burden of taxation, it 
could be greatly reduced; as we shall see in a subsequent chapter. 

QUESTIONS 

"Profits” is a word almost incapable of accurate definition and 
utterly incapable of any definition as the word is frequently used. 

Are profits generally morally justifiable? Is it justifiable to take 
a profit in the form of honest wages or fair interest? 

Is it desirable to encourage productive labor and the accumulation 
of capital? 

Is it therefore desirable that interest and wages should both be 
as high as possible? 

Is there any better gauge of the value of capital than the price 
paid for its use, in interest, in a fair and open market? Is interest 
fixed by a fair and open market fairer than one set by a political 
bureaucrat? 

What would you understand by production for service and not 
for profit and how would the producer be compensated? 

Which is the greater cause of poverty and suffering, the profit 
system rewarding the worker in either wages or interest, or restrictions 
which close the opportunity for labor? 

Do you think that the absolute ownership of land to the exclusion 
of all who cannot pay rents reduces opportunity for labor? 

Could this condition be at least partially relieved by collecting 
ground rent instead of taxes for the support of government? 

What is unearned increment? When it results in private profit, 
is this profit entirely justifiable? 

If a worker employs his labor to produce capital goods instead 
of receiving wages to be spent, is it fair that he should receive 
interest on the capital which his labor has provided? 
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MONEY NECESSARY AS A MEASURE, A STANDARD, AND A MEDIUM 
OF EXCHANGE. VARIOUS KINDS OF MONEY AND THE ADVANTAGE 
OF A GOLD STANDARD. 


The expression, "Production for use and not for profit ” uas corned 
by Karl Marx, father of Communism. No sillier slogan was ever 
thought up by the mind of man. Everything that is made—if you get 
above the level of children's mud pies—is made for use. Men don’t 
waste their time making things that have no use. If a thing is useful 
it will be traded. And when it is traded, there's a profit—two profits, 
in fact, one for each party to the trade. For a profit, mind you, is 
merely an excess of return oret output. When you take in more than 
you lay out, there’s your profit. And that’s what happens in every 
trade. You get more than you give, as you value things at the moment. 

If you didn’t, you wouldn’t trade. And that goes for the other guy. 

He values what he gets more than he values what he gives. If he 
didn’t, he wouldn’t trade. He’s no sap either. So you can paste this 
in your hat—and leave it there. Therds never a trade without a profit, 
it is equally true that there is never a profit without a trade. A 
farmer may have a million bushels of wheat. That million bushels 
wordt do him a bit of good until he trades them. Remember those 
two great truths — there’s never a trade without a profit, and never 
a profit without a trade. They will help you to realize the importance 
of trade, and the damage that results when men’s freedom to trade 
is curtailed in any manner—whether by tariffs, cartels, quotas, em¬ 
bargoes, or whatever . 

—C. O. Steele 
in The Individualist 

TT7E HAVE tried to keep the subject of money in the back- 
W ground, for its importance is secondary to questions of the 
production and distribution of true wealth, and emphasis should 
be on first essentials. Money is, however, a necessity; and, since 
we must talk about it, we must understand it. 

Money has been defined as the measure and medium of ex¬ 
change, but to give it first place in our thought is like thinking 
too much about the score and for getting the game. We call the 
counters by which we keep score, money; but just as the counters 
are incidental to the game, so money is secondary to the neces¬ 
sities of life and the methods by which they are produced and 
divided. 

What is money? We have already defined it, but let’s make 
it a little clearer. All trade is greatly facilitated by the use of 
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money, because money serves as the measure of relative values. 
Instead of exchanging one commodity for another, we exchange 
for money, which gives us a standard by which to measure 
relative values of commodities and also helps in making change 
and in keeping books. 

Is money wealth? That depends, for money takes many differ¬ 
ent forms. When, as in Colonial days, an actual commodity, such 
as tobacco or beaver skins, constituted the only money, it cer- 
taily was wealth. Gold is generally the basis for money and, 
in former days, much of the money was actual gold coin; and 
that is assuredly wealth, for it is produced by man’s labor from 
the resources of the earth and has exchange value. Gold has a 
broader exchange value than almost anything else, for it is uni¬ 
versally desired and coveted and is always exchangeable for the 
vital necessities of life. Incidentally, gold has broad utilitarian 
value for countless purposes and, were it not for its scarcity, it 
would have many more practical uses. It is used for jewelry and 
for technical purposes, as in dentistry, because it is non-corrodable 
and imperishable. We use it in innumerable ways, for pens and 
gilding signs and the backs of books. Of course, too, it is used 
for coinage which in itself is a definite practical purpose, al¬ 
though more so formerly than today. Gold is still more or less 
the standard of most monetary systems, and for this purpose it is 
ideal; and that is why we hoard billions of dollars’ worth of it 
at Fort Knox, as a background and a supposed guarantee of our 
money in other forms. 

How about other coins, pennies, nickels, dimes, quarters, half- 
dollars? Are they true wealth? To a certain degree, yes, for all 
metals are wealth; but almost always the intrinsic value of such 
coins is far less than the face value, so most of the value is as 
tokens, exchangeable, in theory at least, for gold coin worth its 
face value. Paper money is quite another story, and there is much 
to be said about that; but it is not wealth. Sometimes it is said 
that paper money is wealth, because paper is a product of human 
labor and has exchange value. However, as the Germans found 
only too well when they printed unlimited quantities of paper 
money, if carried to excess paper money has no value, circulating 
when it did circulate, at the ratio of a trillion to one—or 1,000,- 
000,000,000 to one—of the old marks. Think of what it meant 
when insurance, bank accounts, debts and obligations of every 
kind were paid off in such rubbish! 

Buying and selling is, in the last analysis, no more than ex¬ 
change; but money makes this exchange, or trading as we call it, 
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far easier and simpler. If you have a hundred barrels of salt pork 
or a ton of pig iron and wish to exchange these surplus articles 
of your production for a pair of shoes, a bag of flour, a shirt, 
or a cart, you will find it pretty hard to drag your commodities 
around town until you find people who will make the trades. For 
the farmer to carry his milk, his vegetables, his grain around 
to trade it for his needs, would be impossible, so money serves a 
very useful purpose in facilitating this exchange. Instead of 
trading pig iron for a hundred things, one man sells it in bulk 
at wholesale, the other man sells the shoes or the shirts, and then 
with the money we buy what the other fellow has to offer. This 
gives a method of measuring and of establishing values, makes 
bookkeeping possible, and gives us definite prices, by which all 
values may be expressed and compared in terms of money. 

In earlier days in this country some important commodity of 
trade was often accepted as the unit of values and became money. 
In Colonial Virginia tobacco served, and prices, wages and con¬ 
tracts were in terms of pounds of tobacco. In the old Dutch 
Colony, now the City of Albany, the beaver skin was the mone¬ 
tary unit and that is why the city still shows a beaver on its coat 
of arms. A scale of values was drawn up, to translate not only 
other furs but also the Dutch guilders which found their way 
into the colony through foreign trade, into the more generally 
circulating currency of beaver skins. Where life was pastoral, 
cattle—and the word "cattle” originally included all domesticated 
quadrupeds—were the basis of wealth and values were computed 
in flocks and herds; so, even today the word "pecuniary,” almost 
synonymous with monetary and derived from pecus, a flock or 
herd, reminds us of the time when money trotted around on its 
four feet! The words "cattle” and "capital” are derived from a 
common source, and the word "salary” brings us memories of 
the days when the soldiers of the Roman legions received part 
of their pay in salt. 

Almost everything has been used as money—shells, beads, 
salt, hides, even human beings in the days of slavery—but metal 
has been found the most convenient. Where coinage is difficult, 
crude metal serves, and in mining centers, as in early California 
and Alaska, gold dust was weighed out and passed current. 
Many names of coins and designations of values were once only 
weights of some metal, often silver, like the British pound 
sterling, the mark of Germany, or the talent of Scripture; but 
to be weighing out metal is a nuisance and wasteful, so very 
soon it was minted into coins of established weights, often to 



68 


Common-Sense Economics 


be debased, as has been our own dollar. When the government has 
been slow at minting, someone else has done it; and there are 
still extant gold coins, dollars, half-dollars and even quarter- 
dollars struck by metal brokers in California before official coinage 
reached the state. Any metal has a great advantage for coinage 
because it is divisible into small units without loss of value, 
unlike furs, for a beaver skin cut into ten pieces is not worth 
as much as a whole skin. 

Gold answers our requirements better than anything else; its 
value is high, giving concentration in small bulk. It is imperish¬ 
able, not evaporating, fermenting or rusting, and production and 
use are comparatively stable. True, the supply does vary, but 
generally not widely or suddenly. The use of gold in the arts, 
a reason for its intrinsic worth, is an advantage, too, for it flows 
back and forth between practical and monetary uses as conditions 
dictate, with little impairment of value. When gold is in demand, 
we melt up jewelry and discarded trinkets, to turn gold back into 
the treasury; and sometimes this source of gold exceeds the out¬ 
put of the mines. It may be of curious interest to know that it 
is said that the entire gold stock of the world would make a 
cube about forty feet in each dimension. 

Gold has been generally accepted as a standard of monetary 
systems; and when we say a country is on the gold standard, we 
mean that, whatever we use for money—silver, nickel, copper 
or paper—its value is computed in gold and that the baser money 
is exchangeable for gold on demand. In the United States we 
were “on gold” from the redemption of the “greenbacks,” the 
paper money issued during the Civil War, in 1879 until repudia¬ 
tion of our contracts in 1933. 

We hear much of nations "going off gold,” but to define 
what is meant is not always easy. Today we may say we are 
“off gold,” for the government has repudiated its promises to 
redeem its money, or to meet its obligations, in that metal; 
yet gold is still our standard, although on what basis is uncertain, 
for there is a possibility of future reduction in the gold content 
of the dollar and we refuse to pay out the precious metal on 
demand. 

Prices are the expression of values in terms of money, or let 
us say in dollars and cents, and the prices of commodities vary 
with the value of our money—gold, if that be our standard. 
Therefore, prices will go up and down as the supply of gold 
varies. The more gold we have the less it will buy, and the 
scarcer it is, the more it will purchase—just another example of 
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the law of demand and supply. Similarly prices will vary with 
the supply of commodities, notably with the harvests of the 
great crops. Conditions abroad play their part, but whatever 
the causes, there are fluctuations, often very wide, and of course 
the devaluation of the dollar, of which more will be said, cut 
its value greatly. One index of prices shows that the purchasing 
power of the dollar has ranged from 55 on an arbitrary scale 
to 215 during about sixty years and it has recently touched the 
all-time low. 

Such variations in purchasing power involve hardship to some 
and advantage to others, affecting particularly relations between 
debtor and creditor. The farmer, borrowing money to finance 
his business, may borrow enough to purchase a thousand bushels 
of wheat, but, when he repays the loan, he finds his debt is 
equivalent to the value of two thousand bushels. Even if not 
borrowing, he may find that, after spending money on seed, 
fertilizer, machinery, and labor, a sharp decline in prices by the 
time the crop is harvested more than eats up expected profits. 
Were it possible to stabilize the dollar so that its purchasing 
power would always be the same, it would be desirable; for 
then, on whatever standard our money was based, its real value 
would be constant and unchanging. 

To effect this, the "commodity dollar" has been urged, a dollar 
based on no fixed quantity of metal—although its value might 
be guaranteed by gold in the treasury—but on what it will buy. 
To detemine its value, prices would be constantly studied and a 
price index made up by averaging the prices of a large number 
of the more important articles of trade. To illustrate: the value 
of the dollar may be established, not as a certain weight of gold, 
but as equivalent to certain quantities of wheat, cotton, iron, 
rubber, wool, petroleum, potatoes, and many other things. This, 
in theory, would give us a dollar of fixed buying power, so 
that the man who borrows a hundred dollars today and pays 
it back after many years, would always be dealing with a fixed 
value having constant buying power, and neither the lender 
nor the borrower would suffer. This average would be "weighted" 
to give proper balance to each commodity included, for the 
price of iron is more important than the price of zinc, and the 
price of wheat counts far more than the price of peanuts. 
Parenthetically we may mention a phase more directly concerned 
with the study of statistics than with economics, for it illustrates 
a common fallacy—the question of "unweighted" averages. 

If you are studying the cost of what goes on your table, 
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you may average the prices paid for the articles you buy, say 
flour, sugar, coffee, and tea. If you add these prices and divide 
by four, you have an entirely erroneous figure, for such an average 
takes no account of the different quantities of each used. This 
illustrates the importance of weighting averages properly; and, 
in working out a price index, this is most important. 

This adjustment of averages is one of the difficulties of the 
commodity dollar, especially as the relative importance of_ many 
articles of trade varies widely and sometimes suddenly, as in war 
times. Since the advent of the automobile, rubber has acquired 
a far more conspicuous place in the world’s markets than it once 
had; al uminum , not long ago of little more than a curious 
interest, is today an important metal and destined to become 
more so. And uranium? Heaven only knows what price it may 
command, and it looks as if the progress of synthetic fibres 
would soon make the web of the lowly silkworm an insignificant 
item. 

A more serious difficulty lies in the fact that, unless the com¬ 
modity dollar were generally accepted the world over, computed 
on substantially the same basis, and the monetary units of the 
world kept in prompt and accurate adjustment, it would be next 
to impossible to compute the value of any coinage in international 
trade, and export and import business would be upset. It would 
open the door to all sorts of maneuvering of one country against 
the other and make uncertain all relations between debtor and 
creditor. To accomplish true stabilization elements innumerable 
would have to be considered aside from mere prices of today— 
rainfall in China, strikes in Michigan, locusts in Africa, frosts 
and weather conditions the world over, the discovery of new 
mines, oil fields or processes, and even such intangible things as 
rumors in Wall Street, elections, political or social unrest, and 
the probability of wars, for they all have their effect. It would 
introduce far more problems than it would settle and, worst of 
all would lend itself to manipulation and fraud. Gold has its 
drawbacks, but it is far and away the soundest basis for a monetary 
system. 

In one form of speculation, we have a sound plan for meeting 
the uncertainty of the purchasing power of the dollar. Generally, 
we think of speculation as a very questionable operation, fre¬ 
quently associated in the newspapers with embezzlement. Even 
at its best it is often thought of as mere gambling—betting on 
the ups and downs of the market, buying when we think prices 
are low in the hope of selling at a profit when they go up, or 
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possibly the reverse, selling something today for future delivery 
in the hope that a slump in prices will yield us a profit. Such 
operations are foolish and generally bring only trouble, but there 
is a form of such speculation which is legitimate and often almost 
necessary in business. 

It often takes time and the tying up of funds to manufacture 
and market even a simple commodity like cotton cloth or flour, 
for there is quite a lapse of time between buying the raw mate¬ 
rials—cotton or wheat—and collecting for the sales of cloth 
or flour. For obvious reasons, the price of the product is closely 
linked to the price of the raw "makings”—cloth to cotton and 
flour to wheat—and, if the price of the material drops, the price 
of the finished goods declines correspondingly. Suppose the 
miller buys heavily of wheat—let’s say in October—but he 
won’t sell and collect for his flour until perhaps six months later. 
Suppose in that interval the price of wheat fluctuates substantially 
for any of a hundred unforeseen reasons—rain or drought, 
blights, untimely frosts, or a dozen things affecting the wheat 
crop anywhere in the world and reacting on the price in our 
markets. If the price of wheat falls, the price of flour declines 
proportionately and the miller may face a heavy loss, but there 
is a way to protect himself. When he buys the wheat in October, 
he also sells, and collects for, the same quantity of wheat, which 
he agrees to deliver in April, selling a "future” as it is called in 
the market. Now, if the price falls, he will gain as much on 
this speculation in wheat as he will lose by the slump in what 
he gets for the flour—"hedging” as they say. Of course, con¬ 
versely, the price of wheat may advance and he may lose on his 
wheat speculation, but then he will recover this loss by the 
higher price for flour. 

Such "speculation” is common in many trades and serves a 
very useful purpose in stabilizing the market. It is totally differ¬ 
ent from the gambler’s speculation, for the gambler hopes 
to ma ke a profit by fluctuations in price while the legitimate 
speculator seeks to protect himself from the uncertainty of 
market changes. Sometimes there is agitation for prohibiting 
trading in "futures”—and unquestionably such operations are 
often nothing but bets on whether the market will go up or 
down—but frequently they serve a good purpose. This may seem 
to have little bearing on the commodity dollar but it illustrates 
the difference between a money standard and a commodity 
standard, for practically the miller does business on a standard 
based not on gold but on wheat. 
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In everyday life most of our money transactions are not in coin, 
beyond minor buying and selling which call for small "change,” 
but in paper money; and now we are getting to a debatable 
ground of what constitutes money. You think of a dollar bill as 
money, but is it? Read it and you will find that, in spite of big 
figures and big letters, it does not even pretend to be a dollar— 
it is just a bit of paper on w’hich is printed "This certifies that 
there is on deposit in the treasury of the United States of Amer¬ 
ica One Dollar in, silver payable to the bearer on demand.” 
It is no more a dollar than the check which the coat-room girl 
gives you for your hat is a hat you can wear on your head: 
either one is worthless in itself, unless the issuing power—the 
coat-room girl or the government of the United States—will 
live up to the promise given or implied. 

Note too, that the dollar bill is a receipt for a silver dollar, 
not a gold dollar; and the silver dollar may be worth less than 
the gold dollar, which is our basic standard. The bill is ex¬ 
changeable for the silver, and theoretically, the silver is exchange¬ 
able for the gold, but the whole chain of values depends entirely 
on the credit and good faith of the government. This, tragically, 
is not always above suspicion, and so, until we can get actual 
gold in out hands, this monty, if we so like to call it, is credit 
money. 

Other bills are a bit different. They are not receipts for dollars 
on deposit but a "federal reserve note.” More will be said 
about the Federal Reserve, but this note is actually a mere 
promise of the United States to pay to the bearer on demand, 
the stated number of dollars, but observe: it does not say what 
kind of dollars. Are they silver dollars or gold dollars; and if 
so, how much gold will there be in each dollar? This brings us 
to the subject of banking; but before going into that, a word 
about different kinds of money based on different standards. 

Sometimes countries have tried to maintain simultaneously 
two monetary systems, always with disaster, for any standard 
must be a single standard or it is not a standard. Years ago, 
when Bryan was the perennial candidate for the presidency, 
we heard much about "free silver,” "bi-metalism,” or "sixteen- 
to-one.” The substance of Bryan’s program was the free mintin g 
of both gold and silver into coinage, the dollar representing a 
fixed weight of gold or sixteen times that amount of silver. 
With coinage of either metal legal tender, meaning that either 
metal must be accepted in payment of debts or contracts, this 



73 


Money and Banking 

would have given us bi-metalism, for either metal would be an 
accepted monetary standard. 

The first fallacy in the proposal lay in the fact that the two 
metals showed a far wider ratio of value than sixteen to one. 
Gold came closer to being thirty-two times as valuable as silver; 
and, had the program been adopted of two moneys, both legal 
tender, one would have had twice the real value of the other 
whatever the law might say. 

Sir Thomas Gresham, an English merchant, financier, and the 
founder of the Royal Exchange in the time of Elizabeth I, first 
stated the law which bears his name—that when two forms of 
money circulate simultaneously, the bad always drives out the 
good. For this the reasons are obvious. We give the other fellow 
what we want the least and keep for ourselves the best; so, if 
Bryan had had his way, we would have spent the silver money, 
or money based on silver, and would have kept the gold or its 
equivalent. We might hoard it under the loose brick in the 
fireplace or in a safe-deposit box, but we would spend the 
inferior money first. The gold money would also be sent out of 
the country in payment for imports, for we could pay our bills 
at home with silver, and gold would buy far more in foreign 
markets. In international trade, money sells at its true worth; 
and foreign balances of trade, by which we mean the differences 
between the values of imports and exports, are settled in actual 
gold, generally in bars or bricks, on the basis of weight and 
fineness. 

In larger transactions, these same influences apply in domestic 
commerce, and, regardless of laws or official declarations, the 
better money will be more acceptable, will buy more goods, and 
be more readily taken; so, despite laws, the good money will 
command a premium and the poor money will be taken only at a 
discount. If gold is actually worth twice as much as silver, gold 
coins will be melted up and sold to buy twice as much of the 
cheaper currency, for we thereby double the number of our 
dollars, and this would have happened had the free silver pro¬ 
gram prevailed. 

History is full of examples of the working of these principles. 
During the Revolution, the worthlessness of the paper money 
issued by the Continental Congress gave rise to the expression 
of "not worth a Continental,” and any metal coinage of real 
value commanded a high premium. In Civil War days, too, paper 
money was worth far less than coin, although both were legal 
tender. The paper of the Confederacy became utterly worthless, 
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but Union money was finally restored to its full value years 
later, when the *'greenbacks’' were declared redeemable in gold. 
This honorable settlement, correcting a situation which arose by 
sheer necessity during the war, speaks much for the courage and 
integrity of the political leaders of these days. 

The general pattern of experience in attempting to force the 
circulation of inferior money is, first, acceptance for a time of 
the two currencies on a parity; and a difficult financial problem 
looks simple for a while, since mild inflation often brings a short¬ 
lived pseudo-prosperity. Then, as things progress, sound money 
gradually disappears or commands an ever-increasing premium, 
while the inferior money passes only at a heavy, and generally an 
increasing, discount. Then, finally, money almost disappears. The 
good money is hoarded or exported, and poorer money becomes 
worthless, like German marks during the First World War, 
which were literally worth less than the paper on which they 
were printed, for printing had destroyed even the value of the 
paper. If there is the slightest value to the discredited currency, 
everyone hastens to spend it anywhere for anything, seeking to 
turn a valueless voucher into some form of true wealth of any 
kind, on any terms. Finally, money passes out of use and we 
resort to barter. 

These crises have been experienced many times; and, if our 
debt continues to soar, and if our money is again devalued, we 
shall doubtless "go through the wringer” again. Debts, both 
public and private, are extinguished with a few bales of paper, 
as long as' it remains legal tender, and savings bank balances 
and life insurance shrink terrifically in value when they can be 
paid off in almost worthless paper. Then, finally, when our 
money is worthless and all business becomes crude exchange, 
a new currency must be established, as was done in much of 
Europe; and we did much the same thing, devaluing our dollar 
and creating a new dollar worth only fifty-nine percent of the 
old. 

When, for a time, bi-metalism is accepted, it brings uncer¬ 
tainty and confusion, as years ago when Mexican business was 
conducted on both the gold and silver standard. The result was 
a double monetary system, with the value of gold and silver 
currencies far apart, and with the ratio of value varying from 
day to day, sometimes from hour to hour. One unfortunate result 
was speculation and shifting over funds from one currency to the 
other, by which simple process many made a substantial profit 
by juggling funds entrusted to their care. Garfield well said, 



75 


Money and Banking 

during the "Black Friday" crises, discussed in a later chapter, 
"So long as we have two standards of value, recognized by law, 
which may be made to vary in respect to each other by artificial 
means, so long will speculation in gold otter temptation too great 
to be resisted. 1 ' Sometimes this trading in money for personal 
profit amounted to embezzlement, for losses on exchange were 
charged up and the guilty handler of the money made all the 
profits. 

An argument for bi-metalism, which was heard in the Bryan 
days, was that the two metals tied together would provide a more 
stable standard than one metal, illustrated by the example of 
two drunken men, who, arm in arm, are supposedly steadier than 
either one alone. The argument never was very convincing. The 
stability of two drunks linked together is not very reassuring; 
and, if our money can depend upon no better standard than this, 
we are in for trouble. Actually whatever stability such money has 
hangs on the inferior coinage, for the better is withdrawn from 
circulation to be exported or hoarded. 

QUESTIONS 

Does money satisfy our needs directly or only when exchanged 
for wealth? 

Is all money wealth? Is a dollar bill wealth? 

How does money facilitate the exchange of wealth? 

Is money necessary to bookkeeping, pricing, buying and selling? 

Why is gold a better standard for money than beaver skins, tobacco, 
or pig-iron? 

Why do we seek a dollar with constant purchasing power? 

What is the commodity dollar? What are its purposes? What are 
its drawbacks? 

Why it is better to have a single standard of values than a double 
standard ? 

If we have two different standards of values for money, what 
happens ? 

What happens to savings accounts, insurance policies, and many con¬ 
tracts when the value of the dollar shrinks? 

Is a definite, fixed and stable, monetary standard desirable and 
almost essential to honest and fair business? 

Would it be desirable to fix the value of the dollar at some definite 
quantity of gold, by Constitutional amendment? 



CHAPTER IX 

Money and Banking (Continued) 

A BRIEF REVIEW OF HISTORY AND A QUICK CiLANCE AT PRESENT 

USAGES. 


Money is not the same thing as wealth. Wealth is an accumulation 
of property, which may be, but need not be, expressed in money. 
Money is a medium of exchange . . . created out of the necessity 
for some common denominator of value. 

When a man had accumulated a little hoarded gold or silver . . . 
it became impossible to carry it all about with him, and dangerous 
to leave it lying around so what did he do? He went to the richest 
man in the community, who had probably built himself a strong-box, 
and asked whether he would be good enough to keep the gold for 
him. The rich man agreed, accepted the gold, gave his receipt for it 
—and so became the first banker. 

Now see what happens. John Thrifty goes home ivith the signed 
receipt of Old Strong-box . . . Mrs. Thrifty persuades John it 

would be nicer to own their own home than to have a lot of gold 
. . . They find the house they want, make their bargain, and John 
Thrifty shows the other man Old Strong-box' receipt. The other man 
says: "Don’t bother to get the gold. I don't ivant it lying around. 
You come with me to Strong-box and we will get him to tear up 
your receipt and give me one instead.” Off they go to Strong-box 
but Strong-box says: "IPs not necessary to ivnte a new receipt. You 
take Thrifty?s receipt, after Thrifty has written his name on it!’ 
That is done and there we have the first paper money. 

—James P. Warburg in 
The Money Muddle 
Permission Alfred A. Knopf 


S OME of the monetary principles discussed are well illustrated 
in our own early history. Although the South was settled 
generally by an English element, very similar in social and 
economic status to the New England Yankee, the types of living 
which developed were quite different, perhaps because of differ¬ 
ences in soil, climate and systems of land tenure. While the New 
Englander developed generalized and small-scale farming, and a 
certain degree of industrial life, often in almost self-supporting 
agriculture, the Virginian, because of the possibilities offered by 
tobacco culture, held large plantations manned by slave labor 
and concentrating on big-scale money-crops, especially tobacco. 
The Southerner gave less thought to manufacturing and com¬ 
merce: he was content to sell his tobacco in the English market 
where he bought most of his supplies. The Yankee, on the other 
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hand, either purchased these things locally or made them 
himself. 

In the South concentration on tobacco as a crop, as an export 
and as a source of revenue, made this the great staple, and it 
became the money of the colony. Contracts, prices, and salaries 
were generally in pounds of tobacco, and this w r as further 
favored by the fact that Virginia had very little of any other 
kind of money and less coin than did her northern neighbors. 
Often too, the Virginian lived extravagantly and on long-term 
credit, and he often owed considerable sums to his English 
factors and agents, to whom his tobacco was consigned and 
from whom he bought most of his supplies. 

Such a system had grave disadvantages. Largely because of 
the shortage of what we call "hard money,” Virginia resorted 
to paper currency; and, as is nearly always the case under such 
circumstances, it was over-issued beyond possibilities of redemp¬ 
tion. Consequently it fell in value and passed only at a heavy 
discount. Finally England was compelled to prohibit the printing 
of paper money and British creditors demanded payment in coin 
or English currency, often impossible. 

If it was a bad tobacco year, everybody was in trouble, and 
if it was a big tobacco year, the crop brought low prices. In a 
crisis the Virginians undertook to make payment in currency, 
of salaries to the clergy of the established church, contracted 
for in tobacco, since tobacco had risen to such a price that pay¬ 
ment in tobacco would have been far in excess of what was 
regarded as just. After litigation and a great deal of trouble, 
things were adjusted, and these salaries were paid in cash; but 
this goes to illustrate the difficulties which result from an unstable 
or uncertain currency or from two currencies trying to exist side 
by side. 

Another result of this monetary problem in Virginia was 
that business was conducted very largely by barter. Freeman’s 
life of Washington gives the story of some of the trading which 
Washington did. He ran a successful forge and repaired imple¬ 
ments for his neighbors, taking payment in all kinds of com¬ 
modities, even in services, including medical care for his slaves. 
On one occasion a large bill was settled by deeding him a piece 
of land. This method of doing business is cumbrous and often 
unjust, but there seems to be no other course when the money 
system fails. 

The subjects of money and banking are closely interlocked. 
Aside from the paper money already described, formerly most 
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banks issued what were called "bank notes”—paper bills of the 
familiar sort resembling national notes. Until the passing of the 
national bank legislation, these bills passed more or less current 
but often at considerable and varying discounts. Those who 
handled money subscribed to a periodical, called the Banknote 
Reporter, which reported on the condition of each individual 
bank; and, before accepting the notes of any bank, they would 
study its standing. Frequently the holders of such notes got 
caught because the bank had failed. This condition was remedied 
by federal legislation requiring banks to keep on deposit, as a 
guarantee of these issues, a certain proportion of federal bonds, 
and after this legislation these notes generally passed without 
discrimination. 

Bills of this sort are no longer current—why, does not now 
matter—but paper of similar character is in constant use and 
by it are probably settled about 90% of our business transactions. 
These papers are what we commonly call checks—written orders 
to a bank, where the man issuing the check has a balance on 
deposit, to pay out of that balance a stated sum to payee. The 
dollar bill is a convenient way to transfer ownership of the dollar 
held by the Treasury; so we use checks to transfer credits with 
the bank; and, just as the government is seldom called upon to 
deliver the silver dollar pledged by its note, so too the bank 
seldom pays the cash for which the check calls but simply makes 
bookkeeping entries. The essential thing generally is not to hand 
over actual money, for which the check calls, but to have it 
available if the new owner demands it. All this 'credit money,” 
meaning paper money which is little more than a promise, 
brings us to the subject of banking. By far the greater part of 
our business transactions are based on bank credits; so, before 
going further, give a little thought to banks, what they are and 
how they operate. 

Modern banking was largely developed in Holland and 
Venice and had origin in the custom of leaving money and valu¬ 
ables with goldsmiths and jewels for safekeeping. Banks are 
primarily depositories for money. Few wealthy men keep their 
fortunes around the house to be stolen, destroyed by fire, or, 
perhaps just lost. Every day we read of ignorant or over-suspicious 
persons, who, distrusting banks, come to grief through foolish 
handling of money. Sometimes they carry it about with them 
and lose it or are robbed. Sometimes they hide it in a mattress, 
a wastebasket, or among old clothes, and then forgetfully destroy 
it or give it away. Sometimes paper money is hidden between 
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the pages of books thoughtlessly sold to an old-book man, and 
often fortunes are buried or hidden about the house, their hid- 
ing-places forgotten; and, when the only ones in the secret die, 
fortunes are lost. 

Besides taking care of money, banks serve another very use¬ 
ful purpose—they invest our money for us. What do we mean 
by investment? Investment is the purchase of capital, and its 
object is to permit our accumulated funds to earn interest. We 
often think of cash on hand or a balance to one’s credit as 
capital, but money is not capital until it is spent in purchasing 
or creating true capital, the tools of production. This may seem 
a fine distinction, but it is important, for we should remember 
that money does not earn interest until invested, or loaned to 
one who will use it profitably, and this is exactly what the 
bank does for us with our money. 

There are many ways in which we can invest our savings 
directly, but often the individual, and especially one of limited 
means, will do better to deposit his funds in a bank and let the 
bank do the investing for mm. For this there are three reasons. 

First, the banker, trained in the business, has better oppor¬ 
tunities and can invest more wisely than can many an individual. 
Second, the funds of the individual are often so limited, per¬ 
haps saved in small sums each week, that it is almost impossible 
to invest enough at one time satisfactorily and profitably. By 
depositing our money in the bank, it is pooled with similar small 
amounts belonging to many others, and it is all invested to¬ 
gether, to the advantage of everybody. Third, the individual 
often is doubtful of leaving his funds invested for very long. 
He may want to "uninvest” them, so to speak, selling his capital 
for cash to provide for current needs. There may be sickness, 
death, loss of jobs, a hundred things; perhaps he wants to buy 
a house or to educate his children. 

Often investments which an individual may make cannot be 
readily converted into ready cash, or, if they can, not always on 
favorable terms. It may, therefore, be wiser to deposit our funds 
in a bank where many such small deposits are united and in the 
aggregate form a respectable sum: then, when a depositor finds 
himself in need of cash, he can draw out his money, which has 
very little effect upon a great reservoir of money being poured 
into the bank all the time, invested, loaned, paid back and per¬ 
haps drawn out, but seldom with many depositors making heavy 
drafts at the same time. 

Banks are of two kinds, the commercial banks, often called 



80 


Common-Sense Economics 


banks of discount, and savings banks. In the former, you draw 
out funds deposited or pay them to others, by writing and sign¬ 
ing a check, which is a formal order to pay from your account a 
stated sum either to you yourself, if you want cash, or to another 
to whom you wish to make a payment. This is a great convenience 
and far safer than carrying money or sending it through the 
mails. A properly drawn check is, generally, a valid receipt for 
payment made; after the checks which you have signed circulate 
and are paid by your bank, they are returned to you, endorsed 
by those to whom they were payable; and these endorsements 
constitute an acknowledgement of payment. 

This handling and bookkeeping means labor and expense to 
the bank; and, generally, instead of paying the depositor a share 
of the interest which his money earns, he is compensated by the 
services which the bank renders. Today, with interest rates low 
and expenses high, banks often find that small checking ac¬ 
counts cost more to handle than they earn, for trivial balances 
cannot earn enough in interest to cover bookkeeping and handling 
costs. Accordingly many banks analyze the cost of caring for 
each account, giving consideration to the average balance in the 
account and handling costs, based on the number of deposits 
made and checks drawn. Then, if the account does not pay for 
itself, a service charge is made each month. Generally, if a de¬ 
positor keeps a good balance on hand, the bank makes no such 
charge and stands ready to render many valuable services, mak¬ 
ing loans, arranging for funds for travel, advising on invest¬ 
ments, and similar services. 

These banks belong to stockholders, and are operated for 
profit. Their investments are generally largely in loans to de¬ 
positors, usually "short term” loans running only a few years 
or perhaps months or even days. In many businesses, even those 
which are very successful and profitable, it is often necessary to 
borrow considerable sums for a short time. The manufacturer 
must buy raw materials and meet payrolls, often for many months 
before he can sell his goods and collect payment. Flour is sold 
throughout the year, but it may be wise to buy wheat and mill 
it when the new crop comes on the market. Similarly, textile 
companies must often borrow to buy wool or cotton to be sold 
as cloth, or perhaps as garments, months later, and frequently 
a retail store ties up considerable sums in its stock in trade. 

Such operations are often financed by bank loans, the note of 
the borrower being discounted. If he wants say $10,000 for 
four months at 6% he will give the bank a promissory note for 
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that amount and they will credit his account with S9,800, which 
is the value of the note less four months interest. This actually 
makes the rate a bit higher than for he pays $200 interest, 
not on $10,000 but on $9,800, but this method of "bank dis¬ 
count” is generally accepted and approved. 

If the borrower has unquestioned standing, he may get the 
loan on a simple promissory note, but often there is security 
pledged—"collateral” we call it—and even those of highest 
standing generally get better terms on a '’secured” loan than on 
one that is unsecured. If he owns stocks or bonds, he may de¬ 
posit these with the bank, with a formal paper authorizing their 
sale if the terms of the loan are not met, or he may pledge a 
warehouse receipt for the wheat, or perhaps a bill of lading if 
it is still in transit to him. These documents give the bank a 
claim on the wheat, and lending money in this way is often the 
source of much of the bank’s profits. Such banks, having a con¬ 
stant flow of money in and out, depositors turning in money, 
borrowing money, repaying money every day, must always be 
prepared for sudden calls for funds. Therefore, most of their 
investments are "short term" investments, meaning that they 
are loans of short duration with a quick turnover of funds. 

Bankers soon found that generally no large amounts of money 
were drawn out by many depositors at the same time; and often, 
when a man received a check on the bank instead of demanding 
money, he preferred to leave the proceeds of the check to be 
held to his credit in the bank. Thus this business of making what 
looked like cash drafts on the bank became actually the mere 
transfer of credits on the books of the bank, bookkeeping and 
not cash transactions. The bankers found, therefore, that often 
it was possible to loan far more money than was actually de¬ 
posited with them, for what the borrower generally wanted was 
not cash but credit; and, when a loan was negotiated, instead of 
giving the borrower the money, they generally placed it to the 
credit of his account in the bank. Thus the banks were enabled 
to make loans far in excess of actual cash holdings, and it is in 
this wise use both of money and credit that successful banking 
lies. 

It is not easy to draw a sharp line between money and credit, 
for often the latter serves exactly the same purpose as actual cash. 
There is really little difference between a check drawn on a bank 
for one dollar and a dollar bill. They are both orders to transfer 
one dollar that is on deposit somewhere, and the only real dif¬ 
ference is that one is based on the credit of the United States 
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and the other on the credit of the signer of the check. Practically 
then what the bank handles, what it receives from its depositors 
and what a man borrows, is not cash but credit. It is a highly 
developed system—of great benefit and advantage; but it is also 
precarious, for one or two big financial failures may start a chain 
reaction with very far-reaching results, bringing disaster to many. 

Savings banks are a different thing. In many states, but not 
in all, they are mutual banks, which means that they are owned 
by the depositors and operated only for their benefit. There are 
no stockholders and all profits accrue to the depositors. Deposits 
are not checking accounts, and drafts can be made only on the 
presentation of the bank book, which is the accounting which the 
bank makes to its depositors. Interest earned is the first consid¬ 
eration, as contrasted with the convenience and service rendered 
by the other; banks, and it is credited to the depositors’ accounts 
at fixed dates, either semi-annually or quarterly. Although gen¬ 
erally spoken of as interest, it is technically a dividend; for the 
bank belongs to the depositors, and what is paid them depends 
upon the earnings of their money. These dividends are declared 
by the trustees at regular intervals; but this has become some¬ 
thing of a fiction, for often these banks stabilize the rate at a 
safe point and treat it much more like interest than as dividends. 
Although the bank is the property of its depositors and has no 
stockholders, the depositors have no voice in management; the 
governing body, the board of trustees, is a self-perpetuating 
body, serving without pay and filling its own vacancies, and 
depositors have nothing whatever to say. 

A savings bank, not being subject to checking, and often 
safeguarded from sudden demands in other ways, as by reserving 
the right to demand advance notice of all drafts from an account, 
can safely tie up its money in long-term loans, and generally a 
large part of the assets is loaned on mortgages and similar obli¬ 
gations. 

All this has more to do with business methods than with 
economics, but it shows lin what a variety of ways a bank can 
create credit which may be checked against and which increases 
the amount of money or its equivalent and thus promotes infla¬ 
tion, to be described in the next chapter. Credit so created is 
often a serious factor in inflation and frequently efforts are made 
to control inflation by restricting credit. A study of the Federal 
Reserve system and the way it operates in such situations is be¬ 
yond the scope of this book. Practically it is a system of banking 
for banks, permitting individual banks to deposit a reserve with 
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the Federal Reserve Bank, and to borrow against this reserve; 
and then, by modifying the rate of interest, or the percentage 
of the deposit which can be borrowed, they can regulate the 
amount of available funds for lending by each bank. They 
thereby control, in a measure, the expansion of credit, and this 
matter of bank credit is important to our economy and has a 
direct bearing on the money, or its equivalent, in circulation. 

QUESTIONS 

What is a paper dollar? 

What is a check? 

Is there any essential difference between the two? 

Are such papers as dollar bills or checks generally redeemed in 
coin? If not, what purpose do they serve? 

Describe two kinds of banks. Wherein do they differ? 

To which would you go for a mortgage loan on your house, to 
which for a loan to buy Christmas stock for a store? 

What valuable services do banks offer their customers: 

1. In the way of practical business sendee? 

2. In opportunity for investment of idle funds? 

3. In opportunities both to save and to borrow? 

4. In what other miscellaneous ways? 

How do banks increase the amount of credit in use? 

Does this increase of circulating credit act much the same as in¬ 
crease in money? 

If the amount of gold in the dollar is increased, will the dollar 
buy more or less? If it is decreased, what happens? 

What would you say of three devices for increasing the amount 
of money in circulation: (1) the printing of paper money, (2) in¬ 
creased borrowing, (3) cutting the amount of the gold or adulter¬ 
ating it? Are the effects of all three policies similar? 
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Inflation and Prices 

WHEN DEMAND (OR SUPPLY OF MONEY) EXCEEDS PRODUCTION 
(OR GOODS ON THE MARKET), PRICES RISE AND WE HAVE IN¬ 
FLATION. THE ONLY SOUND WAY TO CORRECT IT IS TO BRING 
SUPPLY AND DEMAND INTO BALANCE BY INCREASING PRODUC¬ 
TION OR BY CURBING DEMAND GENERALLY BY RESTRICTING 

CREDIT. 

Even before the establishment of our Republic the American Con- 
tinental Congress, by formal resolution, declared: 

"It hath been found by Experience that Limitations upon the Prices 
of Commodities are not only ineffectual for the Purposes proposed, 
but likewise productive of very evil Consequences to the great 
Detriment of the public Service and grievous Oppression of Indi¬ 
viduals” 

You find for many centuries the attempt to fix the prices of almost 
everything, and of labor too . . . It lasted for centuries and centuries, 
and it was only under the influence of modern political economy that 
the principle that it was possible to fix prices of commodities was 
utterly eradicated from the English mind. And you hardly get it out 
of England before it reappeared in the United States. You find the 
newspapers commonly talk about fixing prices as if it were something 
utterly unheard of. It is on the contrary as old as almost any legis¬ 
lation we have.” And then, with an optimistic belief that the lesson 
was learned, he adds: "In no state of our forty-eight states is any 
one so unintelligent as today to propose that the price of a ton of 
coal or a loaf of bread shall be so much . . . All such legislation 
has absolutely vanished and probably no one need know that it existed, 
but when efforts are made by our more or less uneducated members 
of legislature to introduce bills of such a kind, it is very important 
for us to know that these experiments have been tried and have 
failed , having been proved to be either impracticable or oppressive 
or not for the general benefit. 

—Frederick Jessup Stimson 
in Popular Law Making —1910 

AT LAST the American people are beginning to realize the 
gravity of inflation, although few have even the most rudi¬ 
mentary understanding of what it is. Soaring prices of every¬ 
thing, notably of the necessities of life, are bringing inflation 
home to the average man, and yet we do little about it. We do 
not know the disease from which we are suffering, and, thinking 
that the disease and the symptoms are identical, we treat only 
the symptoms. 

Inflation, as the term was originally used, meant the increase— 
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literally, the blowing up—of the quantity of money. Increasing 
the quantity of money nearly always brings higher prices; for, 
unless production increases in proportion to the increase in the 
amount of money, prices necessarily rise. All buying and selling 
is essentially an exchange, like swapping in a country store; we 
trade for the thing we want a fixed quantity of money, sup¬ 
posedly gold if that is the standard. As the quantity of gold or 
money increases, we will give more for what we want; and prices 
go up. If the quantity 7 of gold is reduced, prices fall. It is like 
a farmer trading eggs for goods: the more generously his hens 
lay, the more liberal he is in trading eggs. 

The average man confuses this price-rise with the cause. We 
can, perhaps, visualize it if we think of it as an old-fashioned 
scales having one pan of the balance filled with what we call 
production, and the other filled with demand, with the arrow 
pointing to prices. If demand is heavier than supply, the arrow 
goes higher: if supply increases more rapidly than demand, the 
arrow swings in the opposite direction, pointing to lower prices, 
and the only way to bring it back into balance is to add to the 
side that is light or to subtract from the side that is heavy. If 
we seek to hold the arrow by force, trying to fool ourselves into 
thinking that an arrow held where we want it will tell the truth, 
we get into trouble and are going to wreck our economic scales. 
Arbitrary forcing down of prices by law will not and cannot 
work as a permanent policy. 

To talk and to argue about how prices are to be controlled, who 
is to control them, and whether we should control wages as well 
as prices, is as futile as King Canute’s ordering the tides to stand 
still. The natural laws of economics are basically as inexorable as 
the laws of physics or of mathematics, and to defy them is as 
idiotic as it was for Ajax: to defy the lightning. It is true, we 
can ignore and flaunt them, but we do so at our peril, and, 
though the penalty of our folly may be staved off for a time, 
sooner or later nature always exacts her penalty. These things 
are beyond control, and the only hope lies in correcting condi¬ 
tions and underlying evils. Furthermore, since buying and selling 
is essentially trading, any interference with a free market, or at¬ 
tempting to dictate prices or terms of sales, is an unethical in¬ 
fringement of man’s liberty to enjoy the full use of property 
which is his. 

The folly of trying to fix prices has a long history of failure. 
We had experience during the war which showed its futility: 
block market trading, in complete disregard of regulations, often 
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put the regular market out of business; and it was only at illegal 
prices that there was any buying. Experience then and in sub¬ 
sequent years after controls were abandoned showed up the un¬ 
reliability of government statistics and the futility of the whole 
program. 

John Fiske in his account of the Famines in Bengal, shows 
what makes price-fixing impossible. In a period of famine, the 
government compelled the sale of grain at what bureaucrats 
regarded as a fair price, with no reference to supply and demand. 
Keeping down prices in this way, in a period of scarcity and 
famine, meant a brisk demand for grain and promoted con¬ 
sumption, and, what officials never thought of,, it discouraged 
the grain producers, unable to sell at a fair price. This led to 
curtailment of future planting and resulted in far worse famines 
and terrible starvation in later years. 

But we do not have to go to Bengal for an example of this 
folly. The government has attempted to fix "rents,” which are 
no more than the price of occupancy of buildings, perhaps because 
tenants constitute a more numerous and probably a more vocal 
element than landlords. For such a policy it is hard to find any 
justification in the Constitution; and, if such folly must be per¬ 
petuated, it would be wiser to leave it to the states. This is, 
however, aside from the point, that rent control operates in 
precisely the same way as did the fixing of prices in Bengal. 

The fixing of rents has so eaten into the earnings of buildings 
and so discouraged their erection, that the housing problem 
continues unsolved, despite the exaction of billions of dollars 
in taxes to pay for "public housing.” This housing, being 
granted complete tax exemption, which private building does not 
have, results in most unfair competition with private enterprise, 
thus discouraging private building. Some students of housing say 
that nothing whatever has been accomplished by our public 
housing programs; for, combined with rent fixing, it has so 
discouraged private enterprise that we have lost as much, through 
reduced voluntary building, as has been gained by public building. 
The buil din g has been far less satisfactory too; for free enter¬ 
prise, based on a hope: of profits, means a far wiser meeting of 
demand than bureaucratic planning. 

What we say about the price of goods applies to the prices of 
nearly all commodities including labor, for wages are fixed by 
natural laws just as are the prices of what we buy in the shops 
The story of these twin brothers of legislation, the attempted 
regulation of prices and wages, is a wearisome one, and those 
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who think they are trying something new must be disheartened 
when they look into past history—if they ever do. Diocletian 
tried to fix prices some 1700 years ago. Julian took a fling at it. 
Lycurgus in Greece had a whack at it, and so did Colbert in 
France and Good Queen Bess in England. In 3000 years we 
have never succeeded in making it work, and we are still at it. 
Will we never learn? 

Only two centuries after the Norman Conquest, England 
passed the “Assize of Bread and Beer,’’ the first statute drawn 
in that curious old Norman-French which displaced Latin. This 
was an attempt to regulate prices of bread and beer according to 
the price of wheat. Our British progenitors, with typical British 
tenacity, kept experimenting with such follies for hundreds of 
years, in spite of the monotonous futulity of trying to defeat 
natural laws. Apparently the lesson was finally learned and the 
fallacious schemes abandoned; but just when we think we are 
done with them, they crop up again with a new generation 
determined never to learn by any experience but its own. 

Consider a practical example showing inability to control 
prices. The federal government is continually telling us that we 
must hold prices down: they tell workers for what wages they 
shall work, employers what wages they must pay, manufacturers 
at what prices they shall sell, retailers what margin of profit 
they should be allowed, and those who build and lease houses 
what rent they shall receive. In spite of all this exhortation to 
“hold the price level,” we have a glaring case of a sharp advance 
of prices by the government itself in the price of postage. Letter 
postage has increased by fifty percent and will probably again 
be raised. Postal cards have doubled in price. Charges for all 
other postal services have been increased materially, and further 
increases are threatened. Why does not the government practice 
what it preaches to the people? Why does not it keep the prices 
down? The answer is that the government can no more do it 
than can you or I. 

The cost of the services of the post office department has 
increased tremendously. How these costs might have been kept 
down is another story. But they have gone up, and must be met 
somehow, as long as two and two make four. Too often we 
camouflage problems of this sort, and, instead of charging the 
user of the mails what the service costs, we give it to him for less 
than cost and then tax him to make up the stortage. It all comes 
out of our pockets, either in postal charges or in taxes, and 
somebody must pay. If price-fixing can be mad? to work, it 
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should be made to work in the post office, because here all the 
operations are under direct control of Congress; and if Congress 
cannot fix prices for the services of its own government, how 
can it hope to fix them in the business world? If we have 
conditions that produce inflation, we shall inevitably have in¬ 
flation and high prices. It cannot be avoided. 

Under the discussion of money, we said something about 
conditions increasing the quantity of money in circulation. Many 
are the expedients which have been resorted to by those in power 
who profited by dishonest tricks. In the old days, when all money 
was metallic, generally either of silver or gold, there was a 
simple way to do the trick. Snip off a bit of metal from each 
coin, or "sweat” some of the metal off by scraping or melting it 
a trifle, and use the stolen metal to make more money. This was 
a common trick, and soon it became the custom not to count gold 
coin but to weigh it, which is still the practice in large trans¬ 
actions. Then, there was another and more subtle way: adulterate 
the:gold or silver using a little less of the precious metal and 
more of the cheap alloy. 

These frauds explain the phrase long found on bonds, promis¬ 
ing that all payments are to be made in gold "of the present 
weight and fineness,” supposedly safeguarding the holder against 
clipping, "sweating” and adulteration. And then, of course, there 
is the simple way which we adopted in direct violation of this 
pledge, changing our standard by reducing the quantity of gold 
which a dollar represents. In our case the gold value of the dollar 
was cut to fifty-nine percent of the former weight. This resulted 
in a paper profit of nearly three billion dollars to the govern¬ 
ment for, by decreasing the amount of gold held in reserve 
as a guarantee of our paper currency, the government was enabled 
to issue that much more paper currency, which the public was 
compelled to- take as legal tender. Regardless of the pledges to 
meet our bonds in gold of the established weight and fineness, 
made when the bonds were sold, they compelled bond-holders to 
accept payment at fifty-nine cents on the dollar. 

But the government did not just pocket this money nor even 
use it to pay its debts. It spent it, and a great deal more besides, 
in an effort to "prime the pump” as we phrased the attempt to 
promote business, plunging the nation ever deeper in debt. This 
debt was handled in a way which directly promoted inflation, for 
practically it was represented by bonds, and a large proportion 
of these bonds were sold to banks. When we say they were sold 
to banks it is a figure of speech, for generally no money passed. 
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The bank takes the bond and credits the government on its books 
with the amount "paid” for the bond, against which the govern¬ 
ment draws checks. Obviously, this increases the amount of 
money in circulation if we define money as a medium of ex¬ 
change, for bank checks and bank credits serve exactly the same 
as would gold. Two great causes of inflation today are this de¬ 
valuation and tremendous increase of the public debt. 

Often we hear something about another factor influencing 
inflation, namely the speed at which money circulates. This is 
of secondary importance and more adapted to an advanced 
course. We just mention it so that you will know what is meant 
by it when you hear it mentioned. 

Naturally, a dollar which is spent a dozen times a day, will 
do more to increase buying power and to take goods off the 
market than a dollar which is put away by a miser and may not 
be spent for years. To illustrate: Jones, Smith and Brown each 
owes a dollar, Jones to Smith, Smith to Brown, and Brown to 
Jones, and they must all pay their debts. Each has a dollar; so 
there are three dollars in circulation, and each goes to his creditor, 
parts with his dollar, and squares his account. It has thus taken 
three dollars to settle these debts. Now suppose that instead of 
each one having a dollar, Jones is the only one whose purse is 
not empty. He pays a dollar to Smith, who, being an honest man, 
hurries around to Brown’s and pays him the same dollar, and 
Brown, being equally desirous of wiping clean the slate, pays 
Jones forthwith the same identical dollar. 

All these debts have been settled with a single dollar, which 
has accomplished just as much in the trade of the world as three 
dollars in the first case. If, however. Smith had been "slow-pay,” 
or if he had been doubtful of the permanent value of his dollar, 
and had harbored a hope that by writing to his Congressman he 
could have the dollar devalued and pay his debts with a debased 
dollar worth fifty cents, he would have been in no such hurry 
to get out of debt., Jones’ dollar would have stuck in Smith’s 
pocket, and trade, business, the balancing of accounts would 
have been delayed and hampered by just that much. 

Therefore, the prospect of inflation slows down the circulation 
of money in settlement of obligations. It is said that, at the height 
of German inflation, one American cent would have bought 
enough German marks to settle all the debts of every kind, 
public and private, throughout all Germany—loans, bonds, 
mortgages, current accounts, personal debts and everything else. 
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Then why be in a hurry to pay the debts today if the future may 
bring such a situation? 

But, if money is falling in value every day, or even every 
hour as was the case in Germany, there is a mad rush to spend 
it just as soon as possible for practically anything on any terms, 
in the hope of exchanging something of only a token value, 
growing smaller every minute, for some commodity of at least 
some value or usefulness. 

If our three friends are distrustful of the permanent value of 
the dollar, not only will they be slow to part with the good 
money they now have, and will wait until they can settle in 
debased dollars, but they will also be shy in loaning good money 
today to be repaid tomorrow in some sort of doubtful currency. 
And so, any prospects of slippery manipulations of money will 
both retard the circulation of what we have and reduce the 
extension of new credits. 

If seeking what is loosely called cheaper money, by which we 
mean a relatively larger ratio of the media of exchange, which 
would cause an increase in prices, we shall accomplish little by 
varying the ten percent of the actual money as long as the ninety 
percent of credit money is unaffected. If we double our money 
and have twenty dollars in circulation where we had ten before, 
nothing is accomplished, if, at the same time, we find our exist¬ 
ing credits cut from ninety dollars to forty-five dollars. There¬ 
fore, the results may be directly the opposite of what we’d hoped, 
for where we formerly had the equivalent of a hundred dollars in 
circulation, we now, after doubling our money, have only sixty- 
five, and we have the paradox of an increase in money practically 
reducing our circulating medium. 

The reason why an increase in money may mean a decrease 
in credit is obvious. If money is increased by dishonest methods, 
by devaluation, by inflation, or by any device which jeopardizes 
its real worth, and particularly if such programs threaten further 
unsound practices, as they often do, it stands to reason that the 
prudent man will think twice before loaning real money to be 
repaid later in what A1 Smith called "baloney dollars.’’ The 
creditors of this country, even those who lent money to Uncle 
Sam himself, to be repaid in gold of the then existing standard, 
have already had the experience of seeing, first, the promise to 
pay in gold repudiated, and then, payment made in the depreci¬ 
ated money which represents less than three-fifths the former 
value. 

Can we wonder that the burned child dreads the fire? Had we 
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any assurance that there would be no further tampering with 
money and that the government would keep faith in future, we 
might, in time, become reconciled to what has gone before; but 
when there is not even the assurance of fair words for future 
dealing, and when all indications point in quite the opposite 
direction, one can’t but be a little wary of transactions with one 
who has trimmed him once. We cannot wonder that credit 
is "shy.” 

Inflationary measures are often aimed ostensibly at helping 
the poor man and relieving the debtor; but do they accomplish 
that end? Any plan for reducing the value of money must have 
a twofold aspect. Such measures cannot be framed without some¬ 
one losing what the other gains, and often the debtor is also a 
creditor. One is seldom in a position to command credit unless 
he has property of some sort, and it is impossible to differentiate 
between two groups which so often overlap. Daniel Webster 
truly said, "The very man above all others who has the deepest 
interest in a sound currency, and who suffers most by mis- 
chievious legislation in money matters, is the man who earns 
the least by his daily toil.” 

To the demagogue, the banker, personifying wealth, is always 
legitimate prey, but how will he be affected by inflation? Banks 
hold many bonds, notes, mortgages, and other evidences of debt, 
but they also owe their depositors enormous sums, represented by 
the balances of their accounts. If we scale down all indebtedness, 
how can anyone say just how it will affect the banker who finds 
his notes and bonds wiped out, while the value of his real estate 
and common stocks is greatly increased, on paper at least. His 
debts to depositors, represented by their balances on deposit, 
will also be scaled down, and, probably the greater loss will fall 
on them while he comes out ahead. It is all so intricate that one 
cannot generalize; and even if we study each individual case, the 
r amifi cation of such frauds is so far-reaching that it is impossible 
to foresee all the consequences and reactions. 

In speaking of a debased currency, John Quincy Adams said, 
"No expedient ever devised would equal it in efficiency for fer¬ 
tilizing the rich man’s field with the sweat of the poor man’s 
brow.” A complication lies in the fact that many owing money, 
and think ing of themselves as propertyless debtors, actually own 
considerable property in an indirect way. The savings banks of 
the country are estimated to owe their depositors, the majority 
people of modest means, nearly forty billion dollars. What hap¬ 
pens to them when the bonds and mortgages in which their funds 
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are invested, and in which they often must be invested by 
mandate of law, go up in smoke? The insurance policies of the 
country represent many billions of dollars. What happens to 
these funds to which many look for support in old age, for the 
education of children, the support of dependents, and even for 
their own funerals; when inflation wipes out the assets of the 
insurance companies? 

Others who must suffer are the poorest of all, pensioners and 
those who look to endowed institutions for education, support in 
old age, and care in sickness. These endowments, often in bonds, 
are estimated at about ten billion. Shall we wipe out these funds, 
close the institutions, and turn the inmates out on the street? 
Or shall the government be compelled to take over their support, 
increasing our taxes still more and forcing many, who are now 
self-supporting and self-respecting, into dependence upon the 
government? 

We have discussed inflation as the word is commonly used, 
meaning an increase in money, either actual or credit, in relation 
to supply and production. What we call price inflation, for lack 
of a better term, has little direct relation to monetary inflation, 
although both bring about much the same effect. Monetary 
inflation brings a price rise by upsetting the balance between 
supply and demand: price inflation, by arbitrary action of govern¬ 
ment, increases prices. Either one may properly be called in¬ 
flation, for they inflate prices without increasing true values. 

Nearly always taxation is directly inflationary in this sense. 
Frequently heavier taxation is suggested as a cure for inflation, 
but the fallacy of this proposal is so evident that one cannot but 
wonder if it is advocated more for the purpose of increasing tax 
receipts and to entrench office-holders more snugly in their jobs 
and privileges, than in any sincere effort to curb inflation. The 
theory is that cutting down the incomes of our people by higher 
taxes will compel a reduction in purchasing ana thus bring 
demand and supply nearer together. Fundamentally it amounts 
to arguing that if we impoverish our people by oppressive taxa¬ 
tion, we can keep them poor, thus curbing spending. 

Even aside from the callous indifference to the welfare of 
our people which such a proposal exhibits, it is utterly silly, for 
taking the money out of the pockets of the taxpayers and giving 
it to the government will not reduce its purchasing power, though 
it may direct it to less profitable channels. It is pretty safe to say 
that almost always the value of money will be more sensibly 
appreciated, and that it will be spent more wisely, by the earner 
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than by any political machine. It will be spent just as quickly 
for building post offices and political monuments as for building 
homes. Cotton and wool are bought and used for uniforms for 
soldiers as well as for civilian clothes, and bureaucrats buy and 
eat quite as well, when paid by the taxpayer, as do employees 
working in industry. The misrepresentation of these proposals 
is so evident that it scarcely calls for any rejoinder. More will 
be said about the inflationary effect of taxation when we discuss 
specific taxes. 

Besides ordinary taxation there are other forms of inflation 
by governmental action, instituted with the avowed and open 
purpose of raising prices. Of this we have a striking example 
in the agricultural program, already mentioned, whereby the gen¬ 
eral public is taxed to purchase farm products, which are then 
wasted, destroyed or given away, in order to compel the con¬ 
sumer to pay still higher prices for what he must buy to live. 

Another conspicuous instance of deliberate inflation through 
taxation is the tariff. This merits a chapter by itself, and here 
we only say that its open and avowed purpose is either to keep 
foreign merchandise out of our markets, thus reducing supplies 
and keeping prices up, or to increase the price of foreign 
merchandise so that it cannot undercut American production. 
In either event the result is higher prices, and again we are 
penalizing the consumer to give benefits, which amount prac¬ 
tically to bonuses, to a favored class of manufacturers and pro¬ 
ducers. This too, like the agricultural program, is direct price 
inflation, aimed at decreasing supplies and increasing the prices 
of goods. 

If we are in earnest in wanting to check inflation and to 
reduce the cost of living, instead of experimenting with schemes 
for price control, we should: 

(1) Cut national spending, bring expenditures well below 
the tax income. 

(2) Restrict operations of the national government to those 
permitted by the Constitution. 

(3) Levy taxes only for purposes authorized by the Con¬ 
stitution and never to provide funds to give away to subsidiary 
governments, to foreign governments or to favored groups. 

(4) Free corporations from taxation. Of this more will be said. 

(5) Discontinue governmental policies which are directly 
inflationary. 

(6) Respect the Constitutional rights and liberties of states 
and prevent encroachment by the federal government. 
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(7) Respect property rights, whether personal in the product 
of individual life, or joint, in land values created by common life. 

(8) Abandon all operations which take from some to give 
to others. 

Carrying out such a program, we shall keep the cost of living 
down and the standard of living up, and we shall be on our 
way to financial stability and prosperity. 

QUESTIONS 

Is a price rise inflation or is it the result of inflation? 

How do you define inflation? 

What is necessary to control inflation? 

Do relations of supply and demand affect inflation? 

Does artificial price control correct inflation? 

Was the devaluation of the dollar inflationary? 

Are comparisons of such figures as the totals of savings bank 
accounts fair when made in the terms of the dollar of today and 
the dollar of pre-devaluation days? 

Does threat to the financial strength or integrity of the nation 
affect inflation? 

How does inflation affect relations of debtor and creditor? 

Is the debtor necessarily a poor man? 

Do some taxes inflate prices by increasing without adding to the 
value of the commodity? 

Does such price inflation tend to curtail buying? 

Do you think it would be desirable to fix the value of our dollar 
at a permanent, definite weight of gold, perhaps by Constitutional 
amendment? (This to start discussion—don’t expect agreement.) 
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Good Times and Bad 

THE UPS ANT) DOWNS OF BUSINESS, THEIR CAUSES, AND WHAT 
WE CAN DO ABOUT THEM. 


The principal distinction in the United States is that of poor and 
rich ... A little more poverty in the multitude, and property will 
fall an easy prey by such means as an income-tax assessed arbitrarily 
by commissioners in support of any popular measure,—by the estab¬ 
lishment of a national paper money,—by a maximum perhaps. The 
insecurity of property will then operate, as it has done everywhere, 
in Turkey>, in Persia, for instance, and, in a less degree, in those parts 
of Europe, where the government could raise arbitrary taxes on 
industry, and where the administration of justice was dependent. 
The insecurity of property is invariably followed by relaxation of 
industry and improvements, ignorance and rudeness; and, finally, the 
establishment of a simple abitrary government. It is no new ob¬ 
servation that every revolution contains the seeds of another, most 
opposite to its nature, and scatters them behind it. We have to see 
what is to spring up in America from a purely popular revolution. 

—Louis Simond: "Journal of a Tour” 
1815, quoted by E. Parmalee Prentice, 
Esq., in Political Science Quarterly 


LOSELY associated with questions of inflation and deflation 
G are what the economist calls economic or business cycles, by 
which he means alternations of good times and bad times, 
prosperity and depression, "booms and busts.” Economists have 
long been concerned with economic cycles and have made many 
attempts to work out a rhythmic succession of these fluctuations 
and to correlate them to other occurrences. 

One writer. Professor W. C. Mitchell, in Business Cycles, has 
attempted to correlate these variations in our economic life with 
nearly everything. After some four hundred pages of dreary 
reading, with dubious statistics and bewildering charts, and 
studying every possible relation of "the economic cycle” even to 
astrology and sun spots, we at last find the answer! The question 
is asked if the economic cycle is not a myth, implying that we 
are searching for something that does not exist! One wonders 
if the scholarly writer could not have profited by taking a page 
out of the well-known book on Ireland in which they discuss 
the snakes. We might sum up the substance of this great volume 
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ill a similar sentence: "There is no economic cycle.” And, if 
there isn’t, why look for it? 

Of course there are fluctuations, no one can deny that; but there 
is no rhythm, no discernible law of succession, in which these fluc¬ 
tuations occur. It is well to study the reasons for these changes, but 
to attempt to And a rhythmic cycle is futile; yet, before we get 
into a discussion of the causes, it is well to say something about 
what is meant by depressions, or hard times, and prosperous eras. 

Good times are characterized by industrial expansion, general 
prosperity, broad employment, increasing banking operations 
with banks solvent, few business failures, and high prices in 
commerce and on the stock market. Earnings, dividends, and 
wages are relatively high. We have some inflation, for prosperity 
swells demand and forces up prices faster than production 
can keep pace. 

The simplest description of hard times is to say that condi¬ 
tions are the opposite of those in the good times, with deflation 
the keynote. Unemployment is wide-spread, earnings are low, 
production exceeds demand, sales are dull, there are many bank¬ 
ruptcies, prices are low, and commodities are left on the dealers’ 
shelves. 

From this it might be concluded that inflation is desirable, 
for it is often linked with periods of prosperity. Similarly we 
might say that deflation, when prices are falling, is bad. There 
is an association of the two, but to say what is cause and what 
is effect, or which comes first, is as futile as discussing the 
priority of hen and egg. Inflation often accompanies the changes 
in industrial conditions which characterize good times, but fiinally 
the day of reckoning comes! Something goes wrong, some change 
in circumstances cuts down demand, some factory is over-ex¬ 
panded: it has a big debt to pay for a new plant: the plant is 
closed because it cannot sell its output, and it defaults on its 
mortgage. Perhaps there is no bidder for the property and the 
bank loses: the creditors of the company lose: there is a nm 
on the bank, and the next thing we know, the bank has failed. 
The disaster spreads far and wide, until half the country is 
plunged into a depression. We are reaping as we have sown, 
but there is no evidence that there is a "cycle.” Disaster is in¬ 
evitable: we bring it upon ourselves by reckless expansion, over¬ 
enthusiasm, and ungrounded hopes. 

This was exemplified in conditions which followed the first 
World War. During the war there was a shortage of foodstuffs 
and food prices sky-rocketed. There was constant exhortation to 
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increase farm production; the farmers made more money than 
they had made in years and increased their land-holdings, buying 
farm after farm, on credit. All went well for a while; but, 
when peace suddenly came, and when basic conditions were 
altered, when there was no longer a shortage of food, and when 
the men of the war-torn countries went back to farming and 
again produced their own foodstuffs, there was a terrific slump 
in prices of the great food staples. The farmer who had borrowed 
money to grow wheat found that when wheat was selling at 
high prices, all was well, but when the price was cut in half 
he just could not make enough to carry his mortgage. The crash 
came, the mortgage was foreclosed, banks failed. To raise 
money, securities were dumped on the market, bringing on a 
crash in the stock exchanges; and we were in the depths of 
the worst depression the country has ever known. 

The great cause of these variations in prosperity is often war, 
for war upsets the normal industry of a nation, curtailing many 
activities, forcing employment into production of commodities 
meant only for destruction—things which destroy and don’t add 
to the wealth of mankind. Prodigal spending and reckless public 
borrowing give a false sense of prosperity. We have zooming 
prices, inflation, full employment, high wages, and a great sense 
of hustle and business—but all built on the unsound quicksand 
of inflation, debt, and destruction. Hundreds of thousands, and 
even millions of men, who have been earning their own living, 
are taken out of industry to serve in the military forces. In¬ 
stead of being engaged in production, they are engaged in de¬ 
struction, and must be supported by the relatively few producers 
left. This means an added demand for practically every pro¬ 
duct, and demand which is not counter-balanced by increased 
production; prices rise and we have inflation. 

Yet no man in his senses would say that a country can possibly 
prosper by giving up production of men’s needs and spending 
its time in making cannon and gun powder. We cannot prosper 
by turning our men from truly productive activities of legitimate 
manufacture and agriculture, to engage in killing and destroying. 
Armies and armaments are sometimes imperatively needed for 
national survival, and "preparedness” is often a wise step and 
a sound preventative of worse disaster, but war, and all that 
goes with it, though sometimes inescapable, is always an economic 
disaster. If we look at the obvious, commonplace, commonsense 
facts, we can see what folly it is to imagine that the inflation 
and false prosperity brought about by the scarcity induced by 
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war can be anything real or substantial, to be desired and 
encouraged. 

Over-expansion is often caused by war, but there are other 
causes which bring on these dangerous conditions. It seems 
highly probable that runaway land speculation, however induced, 
may be a major factor in causing depressions. It is significant 
that apparently the first sign of economic swings is often seen 
in real estate markets; and, if we were to attempt to play the 
part of an economic prophet, we would say, watch the real 
estate prices. When they start to go up, broadly and generally, 
look for a "boom”; and when they slump, watch out for a 
"bust.” 

The depression which followed the Civil War, at its worst 
from 1874 to 1878, although it was preceded by warnings for 
a decade, is often attributed to excess of railroad building, but 
it is hard to see the direct connection. Apparently the railroads 
did play a great part in provoking a wave of land speculation, 
especially in the West where ending the isolation of great sections 
of the country promised a great advance in prices. The price 
of land, and rents, advanced beyond all reason, in anticipation 
of conditions not realized until long after. This speculation, 
even at best, might bring disaster, with forced sales and fore¬ 
closures, the collapse of prices, business failures, and financial 
ruin. 

There are other factors that upset conditions, and Government 
policies play a direct part in bringing about these changes. 
Changes in the tariff often upset industrial life and make trouble, 
but the great danger lies in spending by government. In an un¬ 
declared war, or when we are apprehensive of war, we must pre¬ 
pare for defense, and lavish spending is necessary. This is a 
danger, but today the real danger lies not in these conditions, 
terrible as they are, but in the fact that we are throwing away 
millions, giving it to everyone. We are spending on things not 
only unnecessary but which we would be better off without, things 
which are demoralizing—socialistic schemes to be discussed later, 
useless public "improvements,” and subsidies for everything under 
heaven, to states and to local governments, already demoralized by 
seeking something for nothing. Not content with throwing money 
around at home, we scatter it all over the world, to foreign coun¬ 
tries and even to countries unfriendly to us. 

It is hard to resist attempting to forecast to what end this will 
bring us. One thing is certain: if policies like these continue un¬ 
checked, we are heading for a crash which may cost us our liberty 
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and lead to the destruction of our government as we have known 
it and under which we prospered for a hundred and fifty years 
as has no other nation. 

This reckless spending and increase in the public debt means a 
tremendous inflation of money or its equivalent. The great part 
of the debt is represented by bonds; and, as we have seen, when 
these bonds are sold, they are manipulated in a way which in¬ 
creases the amount of bank credits. The banks take the bonds and 
credit the government: the government checks against this bal¬ 
ance and puts into circulation the amount equivalent to the 
bonds; and thus we create, by the mere printing of paper, a vast 
amount of bank credit which serves exactly the same purpose 
as money. It increases buying, makes everyone feel wealthy, and 
makes possible great expansion of business; but there is no thin g 
solid back of it; and when the crash comes, as it always does 
when things are carried to excess, we must pay the price. 

Perhaps, from this very elementary statement of the nature 
and causes of fluctuations in our economic life, the reader will 
see how it is impossible that inflation will bring anything more 
than a false prosperity, which only opens the road for disaster. 
The further we go in inflation, and the greater the amount of 
increase of our circulating medium—in this case bank credits— 
the greater will be the unwarranted expansion of industry and of 
our debts; and when the crash comes, everything goes down like 
a house of cards. This gives us the key to the cause of unnatural 
and excessive booms—great spurts of prosperity, not warranted 
by conditions. There is this enormous expansion coupled with in¬ 
crease in debt, both public and private, for everybody borrows 
to take advantage of rising markets, to "get rich” in the stock 
market, to enlarge his factory and his business, to increase the 
size of his farm; and, when the smash comes, the results spread 
like a pestilence throughout our entire economic life. 

Looking back into history, we can find no reason to suppose 
that in ancient times there was this succession of good times and 
bad, except when, as in Egypt, there was a succession of fat and 
lean years as recorded in the story of Joseph. They had their 
troubles and they were wiped out by wars; they were ruined by 
pestilence; they had all sorts of national disasters like famine; 
but they did not build up great credit structures on a flimsy foun¬ 
dation, readily toppled over by the lightest breeze. Our present 
economic life is built on credit. We live on promises; and, if one 
man fails to keep his promise, the results react through a long 
chain and become steadily worse. 
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In 1929, at the start of the great depression, we saw how the 
failure of one important customer might lead to the failure of 
a bank, reacting on all the bank’s depositors, whose balances 
might be wiped out or tied up indefinitely. Depositors would be 
unable to pay their creditors and be forced to sell investments, 
breaking the price of securities and rendering insufficient the 
collateral which others had put up with their banks as security, 
thus forcing its sale; and the situation would go from bad to 
worse. 

If we are to get rid of these extremes, we must get to the under¬ 
lying cause. We must get rid of conditions which increase money 
or its equivalent, encouraging reckless spending, leading to ex¬ 
pansion and to increased borrowing. It is in these underlying 
factors that the explanation of panics and depressions lies, and 
not in any "cycles” or other fanciful ideas. 

If we get this clear in our heads, it will be apparent that the 
situation will not be met by artificial measures, aimed at symp¬ 
toms rather than at causes. Demagogues and the uninformed 
insist on price-fixing, but it never does work and never can work. 
It is immoral, for if two men want to make a free and just ex¬ 
change, no power on earth has a moral right to interfere with 
their doing so; and, if price-fixing did work, it would not stop 
these fluctuations. It would not correct fundamental causes, and 
we should still be building on unsound borrowing and excessive 
credit, which sooner or later would collapse. 

In times of depression, there is one old fallacy which keeps 
cropping up again and again—the idea of "making work”— 
which we have already discussed. There is always a demand to 
"make jobs,” do things the hard way, to hire men to waste their 
efforts, or to destroy what man needs, so as to "make more 
jobs.” At one time a lot of young hoodlums were encouraged, 
by those who ought to know better, to break windows so as "to 
make work for glaziers”; and they did, but how about the home- 
owners? The simple fact is that our money is always spent for 
one thing or another, for consumption goods like glass, or for 
capital goods like a washing machine, and such folly as breaking 
windows does not create jobs or result in more pay, but simply 
shifts the direction in which men will work ana in which our 
money will flow. Such hoodlumism means that, for money spent, 
we shall have nothing to show, whereas if they don’t break the 
windows perhaps some woman will no longer have to bend over 
a washtub and life will be easier and pleasanter. 

The same fallacy underlies the urge to spend and not to save, 
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“to keep money in circulation.” Buy something whether you want 
it or not, but don't save the money, for that takes money "out 
of circulation.” This is the same pernicious nonsense, parallel to 
the widely extravagent costume ball already mentioned. Robert 
Louis Stevenson said: “Benjamin Franklin went through life an 
altered man, because he once paid too dearly for a penny whistle: 
my concern springs from a deeper course, to wit, from having 
bought a whistle when I did not want one.” 

If the thrifty soul, whom some revile as a miser, puts his money 
into a savings bank, the chances are that it will be loaned almost 
immediately to someone who wants to build, and it will be spent 
for cement, bricks, lumber, and a hundred things, resulting in a 
new house somewhere for someone. Is not this quite as profitable 
to us all, and in the long run more conductive to human happi¬ 
ness, than if it is all spent over the bar or at nightclubs? From 
the economic angle, it may make little difference whether we 
spend or save the money, for it will be spent either way; but 
from the personal or individual standpoint, it often makes a very 
great difference. 

That our wants constantly expend will be obvious to anyone 
on a moment’s thought. Your great-grandfather did not want a 
mechanical refrigerator, telephones, an automobile, electric lights, 
movies, or a hundred things which we regard as indispensable. 
Our great-grandparents did not even want vacuum cleaners, 
washing machines, plumbing, or furnace heating—things which 
we think are the absolute necessities of life. We want them all; 
and, as we satisfy one want, it expands or another new want 
develops. There were thousands who were pleased beyond words 
to have a Model T Ford: today we want several cars in each 
garage, and generally we think they must be "eights.” When we 
got our first radio, we were pleased: now we want one in every 
room and in every car, and we shall soon throw them out to be 
replaced with television. A modern kitchen was a joy; but today, 
to be modern, it must be equipped with an electric "garbage pup” 
and an electric dishwasher, and so it goes. 

It may sound as if we were a discontented race, we humans; 
and perhaps we are, but discontent is the mother of progress 
and is a blessing, if it takes the form of ambition rather than of 
grumbling. It is what raises men from the brute creation and 
differentiates us from the lower animals. The dog of a thousand 
years ago and the dog of today are satisfied with the same food, 
and your dogs want no better housing than the dog of our cave¬ 
man ancestors. If today our animals, like ourselves, live a little 
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better, it is not the craving of the animal that has raised their 
standard of life but the ambition of men, not only to better their 
own way of life but to take better care of dogs, horses, cows, 
and everything they own. Man is one animal whose wants con¬ 
tinue to grow as they are met, and this is one of the things which 
separate us by a vast span from brute creation. It underlies all 
ambition, progress, aspiration, and the quest for improvement. 
Our constantly expanding aspirations bring each day a better 
future for the race. 

There is therefore nothing to this bogey of over-production. 
The difficulty is not over-production but under-consumption. Of 
course we may have too much of this and too little of that—an 
unbalanced production—or many may be unable to pay for things 
that they want, but there will always be unsatisfied men and 

n le willing to toil and earn the things that they still covet. 

Dng as we have these restless ambitions and aspirations, our 
answer lies not in curbing production but in making it more 
abundant and distributing it more wisely. The answer lies in 
liberty, a greater degree of freedom for the individual to work 
out his own fortune without interference of government or ruin¬ 
ous taxation. 

It seems unlikely that we can do much to mitigate the evils 
of "economic cycles” by palliative expedients, such as "made jobs” 
at doing useless things or even through national public relief. 
Such programs must be paid for by the people themselves, and 
they amount to robbing Peter to pay Paul. By increasing our 
taxes, we force others into trouble and bring on crises in the 
lives of many. There can be little question that high taxation to¬ 
day, prompted in large measure by a policy of taxing some to pay 
for benefits granted to others, is forcing many older people who, 
left alone, could live on their untaxed incomes, into dependence 
on public relief. These programs are also demoralizing, for it is 
almost axiomatic that jobs and relief so dispensed undermine 
self-respect and personal responsibility. They are almost always 
politically corrupting, for inevitably the recipients of these bene¬ 
fits are expected to pay for what they get with their votes. 

How these difficulties should be handled may well be studied, 
but real thought in sound economics is necessary. A sound way 
to meet the depression problem is by anticipating it and checking 
the conditions which bring on the "boom,” of which the "slump” 
is the inevitable consequence. Watch out for danger signals: don’t 
let inflation run on unchecked: balance governmental budgets: 
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cut down taxes; reduce public debt: and avoid over-expansion, 
particularly the un-wise expansion of credit. 

QUESTIONS 

This deals with a pretty tough subject which, we believe, is not 
really understood by anyone. We suggest a general discussion of 
factors which may cause or affect economic q T des, not seeking hard 
and fast answers. 

Will shaken faith in government and its monetary system perhaps 
produce disaster? 

Is reckless speculation in land apt to bring trouble? 

Does excessive expansion of building involve some hazard of 
creating values which may collapse and bring disaster? 

Would promoting inflation by cutting taxes on business and in¬ 
dustry generally tend to increase production, and thereby to arrest 
inflation? 

Is an economy built largely on credit more vulnerable than other¬ 
wise? 

Does excessive instalment buying increase the risk? 

Is an imbalanced national budget a source of danger? 

Is an excessive public debt a hazard? 
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The Corporation 

THE HISTORY AND OBJECTS OF THE CORPORATION AND THE 
TAXING AND REGULATION OF CORPORATE BUSINESS. 

A corporation cannot blush. It is a body, it is true; has certainly 
a head—a new one every year; arms it has and very long ones for 
it can reach at anything ... a throat to swallow the rights of 
the community, and a stomach to digest them l But who ever yet 
discovered, in the anatomy of a corporation, either bowels or heart? 

—Howel Walsh 

B EFORE going further it may be well to say a word about the 
corporation, for inflation and the changing of values which 
it brings affect vitally the owners of incorporated business. 

What is a corporation? It has been defined as an artificial or 
fictitious person created by law, but this is far from satisfactory. 
Law cannot create a person, and the corporation lacks every at¬ 
tribute of personality, although it does possess may of the rights 
of the individual. A better definition is that a corporation is an 
association of persons authorized to act as a single person in 
business affairs. 

There are three ways in which business may be done. A man 
may set jup for himself and operate purely as an individaul, as 
do many farmers, small shop-keepers, and craftsmen, practically 
merging business with personal affairs. The writer’s grandfather 
followed this course more than a century ago, not taking the 
trouble to disentangle personal affairs from his business. He 
made money and did well. There was no income tax to harass 
him, and he was satisfied to know that his family was living in 
comfort and his .children were well educated. He owned a good 
house in a good neighborhood and had money on hand for all 
reasonable needs. This individualistic way of doing business is of 
course the simplest way, but it is scarcely wise for most of us 
today, and the exacting demands of the income tax compel us to 
unscramble the bookkeeping of business from that of family 
affairs. 

The next step is the partnership, when two or more persons 
join in an enterprise in any relationship other than as employer 
and employee. The nature of partnerships, the numbers joining 
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in such operations, the relations of individuals, and the propor¬ 
tionate share of investment, responsibility and profits, are sus¬ 
ceptible of endless variations. Partnership agreements should be 
drawn by a competent lawyer and studied with the utmost care, 
for this form of business may involve very serious hazards. 

In a partnership each individual partner may be responsible 
for all the obligations of the partnership, for any engagements 
entered into and obligations incurred. Not only is there a possi¬ 
bility of broad personal liberty in partnership affairs, but, under 
some circumstances, one partner may be held for the debts and 
obligations incurred by other partners, even those of a personal 
nature disassociated from the partnership relation. Partnerships 
must generally be dissolved on the death of any partner, and it is 
often extremely hazardous for a widow to continue as a partner 
in the firm of her late husband. 

Obviously a partnership would be an impossible form of or¬ 
ganization for a great industry such as a railroad, the public util¬ 
ities, and the great manufacturing concerns. The American Tele¬ 
phone & Telegraph Company has nearly a million and a half 
owners, virtually partners, but it w^ould be utterly out of the 
question for such numbers to unite in a partnership. The answer 
is a corporation. It can own, buy, and sell property; it can sue 
and be sued; it can enter into contractural relations and incur all 
sorts of obligations; it may do almost anything which a private 
individual or partnership can do, as far as business is concerned. 
Its existence is not disturbed by the death of any of the stock¬ 
holders. The interest of each stockholder can be sold or be¬ 
queathed to others and this makes for a flexibility of member¬ 
ship impossible in the partnership. Furthermore, and this is very 
important, there is a limit on the liability of its owners, for the 
corporation must fulfill its own contracts and pay its own bills. 
The personal property of the individual stockholders is not liable 
for its debts under ordinary circumstances, except in the case of 
national banks where stockholders may be subject to assessment. 

These are some of the points in which a corporation resembles 
the individual, but what is more important are the points in 
which it differs from the individual. It is all very well to talk 
about an artificial person, but man’s laws cannot create a human 
consciousness or a true personality. The corporation must remain 
a legal convenience, and, although it may act as a unit in busi¬ 
ness, the personalities of the individuals cannot be adbsorbed 
in a legal entity. 

Coke, the English jurist, said more than three hundred years 
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ago, “Corporations cannot commit treason, nor be outlawed, nor 
excommunicated, for they have no souls.” Conscience and the 
faculty of being pleased or being punished are always personal, 
and, as has been well said, "Guilt is always personal.” A cor¬ 
poration cannot be imprisoned; it can’t suffer, and, if put to death 
by legal annulment or penalized, it is the individuals who own 
it who suffer. A corporation has "neither a body to be kicked 
nor a soul to be damned,” and it is generally folly to tax the 
earnings of a corporation, for although taxes come out of its 
treasury, it is the stockholders who actually pay. It is part of 
their income that is taken. ,But more will be said on this when 
we come to the question of taxation. 

Without the corporation we could have no great businesses 
nor could we engage in any big undertakings. No partnership 
arrangement could make it possible for thousands, hundreds of 
thousands, and in one case well over a million persons to unite 
in a business enterprise. Under a partnership, dissolution is prac¬ 
tically necessary on the death of any partner; as partnerships, our 
great corporations would be doing nothing but reorganizing, and 
it would be practically impossible to sell one’s interest or to buy 
into it. This provision for flexibility of ownership is important 
and makes the corporation of tremendous benefit to persons of 
modest means who are thereby enabled to share in "big business.” 
Practically the corporation provides the advantages and benefits 
of something like socialism but without the objectionable features. 
It effects a broad community of ownership in business, but, un¬ 
like socialism and communism, it is built on absolute respect 
for property rights, and it operates as private enterprise and not 
under political domination. 

The business corporation as we know it, although not a new 
thing, developed greatly during the Elizabethan days in Eng¬ 
land. The early corporations often resembled partnerships: the 
number of shareholders were expected to take a part in the con¬ 
duct of the business, ownership being frequently divided into 
sixteenths. As time passed, and because of the development of 
shipping, exploration and colonizing, opportunities for profitable 
investment expanded and the number of investors increased. In 
the seventeenth and eighteenth century East India companies 
were chartered in eight European countries to exploit the wealth 
of the Orient, the English company being chartered by Elizabeth 
the last day of the year 1600. There were originally a hundred 
and twenty-five stockholders and a capital of seventy-thousand 
pounds. The company was granted a monopoly of the trade with 
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the Orient and capitalization was expanded by the sale of the 
equivalent of eight million dollars worth of securities among a 
thousand stockholders. The first dividend paid was 87*4 p er ‘ 
cent—not at all bad! It was probably because of the enormous 
success of some such companies that this business of promoting 
stock companies soon fell into the hands of swindlers who often 
robbed the gullible just as they sometimes do today. 

With corporations a vital part of economic life and serving the 
common good, they should be encouraged and furthered by the 
government. They are always the creation of government, for a 
group of individuals cannot call themselves a corporation without 
warrant to incorporate, which is a privilege and not a natural 
right. Although the chartering of corporations should not be 
made difficult or needlessly expensive, conditions and limitations 
may be imposed as seem best. The government therefore is justi¬ 
fied in maintaining some degree of regulation and control, and 
those seeking a charter can "take it or leave it." 

The ownership of a corporation is evidenced by capital stock 
divided into shares, sometimes of fixed monetary value, some¬ 
times representing only a proportion of the total. This stock may 
be bought and sold, the unit of transactions being the share. 
Transfer of the stock is transfer of ownership in the business and 
is evidenced by the stock certificate, registered on the books of 
the company. Ownership of stock commonly carries with it no 
obligation for debts of the corporation. The business and its 
profits are the property of stockholders; and profits, if there are 
any, are divided among them in dividends, paid as determined 
by the board of directors. 

Often stock is of two kinds, common and preferred, the latter 
having first claim on earnings up to a certain point and usually 
a prior claim on assets in the event of dissolution. Sometimes 
stock is split into many classes. Usually preferred stockholders 
receive dividends at a fixed rate before the common receives any¬ 
thing, the remainder, regardless of ^amount, going to holders of 
common stock; therefore common may be worth more than the 
preferred. Sometimes, after dividends are paid on the preferred, 
earnings may be shared by both classes, such preferred being 
called participating preferred. If preferred is cumulative, it 
means that all back dividends remaining unpaid must be paid in 
full before any dividends are paid on the common; if non- 
cumulative, dividends are paid only if earned each year, and, 
if not earned in any year, they lapse. Sometimes preferred stock 
is convertible into common on certain terms and usually within 
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limited periods, giving owners opportunity to exchange their 
stock if profits of the business make it a wise course. 

The set-up of a company may be far more complicated with 
many classes of stock, carrying varied claims and rights; and 
sometimes we find what is called a preference stock or a par¬ 
ticipating preferred intermediate in position between preferred 
and common. 

A corporation is operated and administered by a board of 
directors elected to represent the stockholders, each stockholder 
having one vote for every share of "voting stock” held. Voting 
may be restricted to certain classes, often to common, with a 
provision that preferred may vote if its dividends remain unpaid. 
Corporations, like individuals, may borrow money; and often a 
large part of the financing is by bond issues, sold by "under¬ 
writers,” generally recognized stock-brokers or "investment 
bankers.” Essentially bonds are promises to repay a loan at a 
fixed date, with interest, usually semi-annually, sometimes paid 
by check to registered owners but more often on presentation of 
interest coupons attached to the bonds, specifying the amount 
of interest and the date due. Registered bonds are transferable 
only on the books of the company while coupon bonds are free 
from that formality, mere ownership evidencing title. The former 
are safer from hazards of loss or theft but more troublesome to 
sell or transfer. 

Bonds may be secured in various ways; if unsecured, and no 
more than the promise of the corporation, they are called deben¬ 
tures. Mortgage bonds are secured by a mortgage to a trustee who 
is supposed to watch over the interests of bond-holders. Unfor¬ 
tunately the trustee—often a bank closely affiliated with the 
management of the company—frequently serves two masters, 
and the bond-holder may find the fancied guarantee largely il¬ 
lusory. There are collateral bonds, secured by property deposited 
with a trustee as security, much as a watch is left with a pawn¬ 
broker; refunding bonds to be exchanged for existing bonds or 
sold to pay them; convertible bonds, which may be exchanged 
for stock; and indeed there are so many classes that the buyer 
will do well to study them carefully. In principle, however, they 
are all alike, being loans of a definite amount with a fixed in¬ 
terest and usually having no other claims or rights. 

At some periods in our history investors have been alarmed 
at the prospect of inflation or devaluation of our currency. This 
was notably true during the free silver period. Bondholders 
sought protection from any scheme which meant that the dollars 
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which they had loaned might be repaid in dollars of lesser value; 
so the borrowers assumed these risks. They stipulated that all 
payments of interest or of principal were to be repaid in "gold 
coin of the present standard of weight and fineness.” This clause 
was inserted for the very purpose of protecting holders from just 
what happened in 1932 when the President announced the re¬ 
pudiation of this contract in government bonds. With the Supreme 
Court sustaining such action and holding that these solemn 
pledges were not binding, private borrowers followed the ex¬ 
ample of the government; and bond-holders found themselves 
compelled to accept payments in fifty-nine-cent dollars, not of 
gold, despite the promise upon which they had relied for pro¬ 
tection in this very situation. 

Probably the only classes pretty sure to profit from devalua¬ 
tion programs are the two extremes of the social ladder; those 
whose debts exceed their assets, but who hope someday to dis¬ 
charge their obligations, and the wealthy, represented conspicu¬ 
ously by owners of common stock in corporations which have 
heavy bonded indebtedness. By paying off the bonds in debased 
currency, the value of their stocks is materially increased through 
elimination of the prior claims of bond-holders. Thus stockhold¬ 
ers profit at the expense of bond-holders, but the owners of these 
bonds are not necessarily wealthy people, for many are owned 
by persons of modest means. 

Probably these stockholders are the ones who stand to benefit 
the most, for generally the property less man gives little thought 
to his debts, whereas the wealthy man profits enormously if he 
can pay off his loans in debased money. It looks as if many wealthy 
interests had profited by our devalued dollar. Particularly profit¬ 
able is a policy of inflation to promoters financing operations with 
borrowed money, bonds furnishing all the funds while the stock 
is retained by the promoter. Obviously any program legalizing 
the discharge of such debt in depreciated dollars will react to the 
injury of the bond-holders and to the benefit of the stockholders, 
who receive their stock sometimes gratis as a bonus. 

A computation of the indebtedness of one great corporation 
shows that, should inflation progress to the point where their 
bonds could be paid in all but worthless dollars, their common 
stock would show an enhancement in value of about sixty per¬ 
cent; and, should they see fit to call their whole issue of pre¬ 
ferred stock, paying for that too in almost worthless money, the 
value of the common stock would be more than doubled. The 
bondholding class, which suffers, generally represents a greater 
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proportion of people with modest means than do the stockholders, 
and life insurance and savings-bank accounts may be wiped out. 

Stocks and bonds are commonly sold on the stock exchanges, 
although they may be dealt in "over the counter.” To detail the 
operation of such exchanges has no place here, but they serve an 
essential place in economic life, bringing buyers and sellers to¬ 
gether and making a regular market for securities. Fortunately, 
through the action of brokers and stock exchanges as well as by 
governmental supervision, most of the oldtime abuses have been 
abated. 

Losing sight of our fundamental purpose in the creation of 
corporations, many have become so involved in their structure 
that they have departed from the plan originally devised and are 
complex in the extreme. We find one company owning the 
stock of others; and, what is more confusing, they sometimes 
own each other’s stock, so scrambling affairs that it is hard to 
get a clear view of the situation. There are companies within 
companies, interlocking companies, subsidiary companies and 
endless ramifications and interminable involvements of stocks 
and bonds. One company has three classes of common stocks 
with different rights, six classes of preferred, four classes of 
preference stock, seven issues of "secured”—more or less!— 
bonds and notes, twenty-four classes of debentures and four kinds 
of investment certificates, whatever they may be. Another com¬ 
pany lists over fifty subsidiary companies, which they own in 
part or in whole; and many of these own as many as fifteen "sub¬ 
subsidiaries,” some of these again divided into a half a dozen of 
their minor spawn. 

To seek to know what is going on in such a mess is hopeless, 
and the way is opened to all kinds of frauds; stocks are manip¬ 
ulated, books juggled, and one company may be bled for the 
benefit of others owned by insiders. Frequently the same directors 
serve a dozen companies, often associated or having dealings with 
each other; and, even if there is little or no actual thievery, it is 
impossible to know what is going on. A common practice is to 
saddle all indebtedness on subsidiaries and then, representing the 
parent company as without debt, although it may be at the same 
time without any property of real value, owning only "watered 
stock,” to give a very misleading picture of the situation. 

The expression "watered stock,” by which we mean stock 
which represents no actual cash investment and which is nothing 
more than dilution of the money invested by others, had origin 
in a trick of old Daniel Drew, who was a drover before he be- 
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came a "financier.” He was in the habit of heavily salting cattle 
and then watering them copiously just before taking them to 
market, thus getting paid for the water the poor beasts drank. 
An example of watered stock is found in corporations which raise 
their entire capital by the sale of bonds and stock issued to pro¬ 
moters and insiders, stock which represents nothing whatever 
except uncertain prospects of dividends on this watery "capital.” 
Companies have also been financed solely by the sale of pre¬ 
ferred stock, some of the common being given as a bonus with 
the preferred and the rest sticking to the fingers of the promoters. 
Obviously such preferred stock has little claim to that designation. 

As public policy the regulation of corporations should not be 
too exacting or too narrow. However, some corporations, notably 
those which we call public service corporations, enjoying special 
privileges or franchises and providing essential services for all 
our people, are of a nature necessitating a broad measure of con¬ 
trol. Public service corporations generally have the right to take 
land by condemnation. Railroads, for instance, can Uke almost 
any land necessary for their purpose; and, if a satisfactory sale 
is not negotiated, an owner must accept the price set by the court. 
Public service corporations are frequently granted an exclusive 
franchise to use highways, streets, and other facilities: broad¬ 
casting companies enjoy special privileges over the air, and ex¬ 
perience dictates that generally it is better to give one company 
the exclusive right to do some things, such as to supply gas to a 
city. If a company is given special privileges or a monopoly, it 
is only right that rates should be controlled and regulated and 
that there should be insistence upon service and uniform rates 
to all, to prevent exploitation of the public. Therefore, public 
service corporations are in a class by themselves. 

The regulation of public service corporations is far from easy. 
In general terms, such a company should be required to render 
adequate service at a fair price, and to all the public on the same 
terms and at the same rate for comparable service with no dis¬ 
crimination. It is easy to say that rates should be fair, but it is 
not always easy to say just what is fair. The owners of the com¬ 
pany, who supply necessary capital and shoulder responsibility 
should receive a just return, but how is this to be computed? It 
might be said that the return should be at the prevailing rate of 
interest on the amount invested; but such a policy, especially in 
these days of inflation, will not be fair either to the owners or to 
the public. 

In nearly every business there is rapid depredation of capital 
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and necessity for its replacement, sometimes as a result of natural 
wear and tear but often occasioned by the development of new 
processes and a demand for betterment of service. Railroad trains 
are far heavier, faster, and more comfortable; tracks and rights 
of way must be improved; and coal-burning locomotives must be 
replaced by diesels. All this calls for a constant renewal of capital, 
reinvestment and enlarged investment, and companies should be 
allowed earnings to pay not only fair dividends but to build up 
substantial reserves or the whole country will suffer. It should 
also be remembered that sometimes investors are entitled to 
dividends considerably above the normal level, for frequently 
they have taken longj chances and there have been many failures; 
so, in considering what constitutes a fair return, there should be 
an averaging of earnings and losses. Consider the high mortality 
among early automobile companies. 

In the case of railroads, there are other complications, too. 
In the past, railroads have often been guilty of discriminating 
between different sections and towns, favoring communities in 
which * 'insiders” have substantial real estate or other interests. 
Sometimes they discriminate in fixing rates for different com¬ 
modities, as for example in handling different fuels, and there 
are cases where rates have been unnecessarily high on materials 
or parts needed for the manufacture of some article to choke 
competition with favored companies. 

What is said of the railroad applies, in varying degrees, to 
nearly every “public utility.” The recent and still unsatisfied de¬ 
mands for the expansion of telephone service require an enor¬ 
mous flow of capital, and it is unfortunate that oppressive taxa¬ 
tion of business prevents the accumulation of earnings amply 
sufficient to meet this evergrowing demand. 

A good picture of who owns the corporations is presented in 
a recent report of the United States Steel Corporation. There are 
close to three hundred thousand stockholders, an increase of 
nearly six thousand in a year. Of these, two hundred and sixty- 
eight thousand are individuals, nineteen hundred charitable and 
educational institutions, two hundred and forty-three insurance 
companies, owning over half a million shares, and twelve thou¬ 
sand trustees and estates. 

The company has made a careful statistical study of their stock¬ 
holders to determine just what kind of folks they are and the 
result of this study of two hundred and eighty thousand is very 
illuminating. From it we offer some interesting facts. 

The notion that United States Steel's typical stock-holders arc 
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people of great wealth is statistically exploded. Most of them 
are of modest means. Nearly three-fifths have incomes under 
55,000 a year. The incomes of 17% were between $2,000 and 
$3,000 a year. The median point was S4.300, as many stock¬ 
holders having incomes exceeding this figure as falling below it. 
Eight percent had incomes so small that they pay no federal in¬ 
come tax. Fifty-three percent have incomes lower than the wages 
paid to the steel-workers—$4,500—and more than a third had 
incomes low T er than the wages paid to steel-makers in the lowest 
wage bracket—about S3,000. These wage figures do not include 
a recent pay raise of about S200 nor a payment, averaging over 
$400, made by the company for pensions, insurance and other 
"fringe benefits.” Taxes equal about one quarter of the employ¬ 
ment costs and are four times the dividend. Note that these 
figures of the incomes include all income, not simply the income 
from stock of the company but the total income of the stock¬ 
holders. In a subsequent chapter we caution against too ready 
acceptance of statistical evidence: questions may arise of angles 
not here discussed, but w T e are satisfied of the soundness of 
methods pursued in this study and the justification of conclusions. 

As this is written there is much discussion of tax reform and 
reduction, and there is frequent argument whether such pro¬ 
grams should be framed to benefit "the poor working man” or 
"the rich stockholder.” On the taxation of corporations more 
will be said later. Now we only touch on how the make-up of 
corporations bears on these questions. Does the picture presented 
of the "big steel” situation suggest that there is less contrast be¬ 
tween the two groups than is generally supposed? Is it not possi¬ 
ble that our adjectives should be transposed and is it not the 
"poor stockholder” who is to be commiserated, in many cases, 
rather than the "wealthy working man”? Would it not be wiser 
to frame our tax program on principles and on justice rather 
than on maudlin and misplaced sympathy? 

QUESTIONS 

What is a corporation and what are its advantages? 

Is the corporation capable of enjoying its profits, or is it capable 
of sinning or of enjoying life? Can it be punished? Or do these 
personal aspects apply to the stockholders as individuals and not to 
the corporation? 

Do taxes paid by the corporation come out of the incomes of the 
stockholders ? 

Why is it double taxation to tax both incomes of corporations and 
dividend incomes of stockholders? 
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Do corporations make possible and more efficient businesses which 
are difficult or impossible for individual or partnership operation? 

Should corporations be encouraged? 

How may stockholders profit by inflation and bond-holders suffer? 

Is it generally better that corporations be financed by stockholders 
rather than by loans ? 

What are the public service corporations and why do they call 
for regulations? 



CHAPTER XIII 


Monopolies and "Trusts” 

WHAT IS GENERALLY MEANT BY THESE WORDS—A CONSIDERA¬ 
TION OF MONOPOLIES, GOOD AND BAD. 


The Attorney General has been as busy as a bee harassing great 
business executives every minute of whose time should be conserved 
for war production. I talked recently to a man who is responsible 
for large war orders, and whose work has been repeatedly interrupted 
to defe?id himself and his companies against monopoly suits. These 
actions are so technical and so completely destructive of war pro¬ 
duction as to appear to be the work of a madman. The administration, 
which was cajoling big business, and even threatening it with the most 
dire consequences if it did not expand and produce more war goods, 
was also supporting a prosecutor whose job it was to see that the 
energies of these same industrialists were frittered away in defend¬ 
ing themselves against charges of monopoly inherent in the very 
expansion which the administration demanded. 


—Robert Moses 
in the Washington Post, May 24, 1942 
by permission 

TN THE past we have suffered from a combination of the mis- 
deeds of business and the temptation of demagogues to mis¬ 
represent and exaggerate these evils and to foment the idea that 
all "big business” is bad. Trusts, monopolies, the corporations— 
these words are in everybody’s mouth, sometimes as synonyms of 
all that is evil; but the words are used with little thought. There 
are no "trusts” today, as that word is applied to corporations. A 
trust in the original sense, meaning the pooling of the stock of 
several corporations in a trusteeship handled as a unit, is now 
illegal, but the word is still applied indiscriminately to any big 
corporation—sometimes also mis-called a monopoly. 

Originally, a monopoly was a royal grant, conferring on a per¬ 
son or a group [the exclusive right to engage in some particular 
line of business; but, like the word "trusts,” this word is also 
sometimes bunglingly applied to "big business.” Monopolies 
today are generally of three kinds, all legal and desirable— 
patents, copyrights, and franchises. The two first are definitely 
provided for by the Constitution "to promote the progress of 
science and useful arts, by securing for limited periods to authors 
and inventors the excluisve right to their writings and discov¬ 
eries.” To such monopolies there cannot be the slightest objec- 
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tion. They serve their intended purpose of furthering progress, 
and it is only just to give to one who may have spent years of 
labor and large sums of money in experiment, study, and re¬ 
search, protection against the stealing of his ideas. 

Monopolies also result from the granting of an exclusive 
privilege—a franchise to engage in some undertaking which, for 
reasons of public policy, it is unwise to leave open to all comers. 
It is manifestly out of the question to allow anyone and everyone 
to run pipes, subways, wires, or tracks through or under our 
streets with no supervision. Experience shows that each such 
service is best rendered by a single organization, as everyone will 
testify who has lived in a city served by a multiplicity of tele¬ 
phone companies. It is generally folly, too, to permit the con¬ 
struction of railroads paralleling one another and serving the 
same territory. A single service is more satisfactoiy and more 
efficient; and, since such companies must have the right of "em¬ 
inent domain”—that is, the right of purchasing their rights-of- 
way by condemnation—the multiplication of railroads can work 
annoyance to the public by the unnecessary taking of land, a mul¬ 
tiplicity of grade crossings, railroad stations, and the like. 

Yoked with these true monopolies in popular thought are what 
are called natural monopolies, resulting from peculiar limitations 
of nature, which give special advantage or perhaps exclusive 
advantage to some, as when the only source of some mineral lies 
in one particular tract of land, or where there is practically only 
one spot along : a water-course where ships can dock or a bridge 
or a dam be constructed. It goes against our sense of justice 
that one individual, perhaps through sheer luck, shall possess 
an exclusive right to benefit by such conditions and be permitted 
to exploit others. The just way to correct such inequities, where 
some enjoy peculiar benefits at the hands of nature with no merit 
or effort on their part, is to tax these things which nature or 
custom has given to some to the exclusion of their fellowmen. 

Lumped in some minds with monopolies, is what we loosely 
call “big business,” when we don’t miscall it by the names already 
discussed. It often seems to be our nature to be envious of 
achievement and resentful of those who surpass us. Accordingly, 
we sometimes delight in persecuting those who, by reason of 
unusual ability, vision and effort, make an outstanding success 
and develop great and highly profitable enterprises. 

The assumption that mere "bigness” in business is an evil is 
unwarranted: generally it is an advantage. The consolidation of 
the "utilities,” although sometimes abused, has resulted in far 



Monopolies and "Trusts” 


117 


better service of railroads, telephone, telegraph, and electricity, 
and, though sometimes consolidations have played a part in 
financial swindles, this does not affect the principle and does not 
call for ending such consolidations any more than would the 
forging of checks now and then, or embezzlement by bank of¬ 
ficials, dictate the end of all banking. Mere bigness often brings 
benefit to everyone, and there is no doubt that some of our at¬ 
tacks on big business have put us at serious disadvantage in in¬ 
ternational trade. 

There is a common impression that corporations take advantage 
of their size to increase prices, but more often mere bigness 
results in lower prices; for, like everyone else, the great corpora¬ 
tions must meet competition, sometimes very keen; and often 
they have attained their size through giving better values at 
lower prices. With the exception of the public service com¬ 
panies, where regulation guards the public against over-charg¬ 
ing, and in the case of the indispensable useful patent system, 
a big company, seldom enjoys any monopoly which will enable 
it to charge prices above the normal competitive level. The 
effect of the consolidation of the many small automobile com¬ 
panies into those comprising "the big three” has been to reduce 
the prices of cars, and it is very doubtful if one buying from any 
of the smaller companies gets better value than the "big three” 
offer. Consider the chain stores such as Woolworth’s or the 
A & P: can they be charged with exacting high prices? Quite the 
contrary; more often they are accused of underselling their 
competitors. 

Often it is said that "big business” wrecks small corporations. 
This is sometimes true, but any competition may force the weaker 
to the wall. When "little business” suffers, it is generally because 
the big concern puts out a better product, produces goods at a 
lower price, and gives better service. The history of what goes 
on is well exemplified in the automobile business, where today 
it is said that about ninety percent of the market is in the hands 
of the big companies; but look back some years. Those of us 
who can go back in memory to the "horseless carriage” days recall 
scores of small concerns formerly building cars generally in an 
inefficient way—Orient, Kissell, Maxwell, Cole, Viking, Lozier, 
Marmon, Stanley, Stutz, to mention just a few. Today they are 
all out of business or absorbed in the greater companies. 

The usual history seems to be that the pioneering is done by 
a very small number of concerns; then, loads of little fellows flock 
into the business fighting each other bitterly. Many of them fail 
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or are absorbed; but their troubles begin among themselves, for 
often the small producer can hardly hope to succeed. The big 
company creates a lively demand for parts and products which 
enter into their output, and often develops new opportunities and 
new processes. Consider, for example, a big company engaged in 
simply tailoring the textiles which go into the automobile bodies 
of the big manufacturers. General Motors buys parts and supplies 
from over twenty thousand little companies, many of which are 
engaged in businesses which did not exist, and would not exist, 
if it were not for the big companies. 

Unquestionably the three great automobile concerns have done 
more to give employment at good wages under ideal conditions 
than to put men out of jobs. Think of the garages and the filling 
stations which the “big three” of the automobile world brought 
into being. Contrary to common impression, these stations are 
generally private enterprises. One great oil company sells its 
products through thirty-four thousand filling stations; but, aside 
from forty-five operated for training purposes, these are all 
free and independent businesses over which the oil company 
has no control but which it has encouraged and aided. 

The Kaplan study (see suggested readings) indicates too that 
there is constant competition for leadership and that many con¬ 
cerns have edged their way forward and occupy a much more 
important position than formerly, while others have slipped 
back. One company, which ranked ninth some years ago, is now 
in the thirty-fourth place and another has fallen from the eighth 
position to the eighty-first. It seems to be still true that there is 
always room at the top. 

The Department of Commerce reports that new “small busi¬ 
ness” has not much better than an even chance of living out its 
first year of existence and that, of those which do survive this 
period, one in four crashes in the second year. In some quarters 
this high mortality is charged against the unfair competition of 
"big business,” but such reasoning is illogical. Such a deduction 
illustrates what the logicians call the “post hoc, ergo propter hoc” 
fallacy—the assumption that because one event follows another 
it must therefore be caused by it. For it, in this case, there is no 
more justification than to argue that because radio came in 
about the same time that silk hats went out, listening to the 
radio prevents wearing silk hats, or, conversely, that as long 
as men wore silk hats they could not make radios. 

Just why so many small businesses fail we don’t attempt to 
say, but we believe that the weight of the evidence shows that 
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the mortality of small businesses is lower today than formerly 
and our guess is that explanation of failure lies in many condi¬ 
tions. Every businessman knows that many new businesses are 
foredoomed to failure for a variety of reasons—lack of experi¬ 
ence and capability, insufficient capital, perhaps lack of integrity, 
or ignorance of needs and markets, or a hundred reasons. Every 
businessman has been approached time and time again by dream¬ 
ers, visionaries, untried youngsters, and often by crooks, with the 
wildest of plans and schemes, and sometimes we wonder that 
any succeed; but, if we were to put a finger on one predomi¬ 
nant cause of failure, we would say it is the blighting hand of 
government. This may act in two ways—by interference, med¬ 
dling and “regulating,” or by taxation. 

The first is illustrated by schemes to hamper men’s freedom 
and to attempt to supersede natural economic laws by men’s 
statutes and regulations, as in price, rent and wage control, and 
interference with free choice of methods, selecting employees, 
or sales programs. This is illustrated by a story told in a later 
chapter of the snooping by government inquisitors into the affairs 
of a small newspaper in Pennsylvania—only one of many cases. 
The crippling effect of taxation we shall discuss in a later 
chapter. Frequently an enterprise fails because when the tax 
collector gets through there is nothing left. The income tax as 
levied today bears notably heavily on small business. 

No, we shall have to look elsewhere than to “big business” 
to find the culprit, and we suspect that he is in Washington. We 
have at Washington, in the Department of Justice, an Anti-Trust 
Division, devoted to heckling the large corporations and insti¬ 
tuting proceedings often without waiting for any complaint to 
be filed. Typical of the persecution to which successful companies 
are subjected are recent suits against three of our largest soap 
manufacturers, apparently because they are big and successful, 
and regardless of the fact that there are hundreds of other pros¬ 
perous soap-makers. To the best of our knowledge, these com¬ 
panies are all operating on a sound and ethical basis, putting 
out high-class products. 

A suit, which frankly we do not understand, was recently 
instituted against General Motors on the grounds, as reported, 
not that they have any monopoly of the bus business, but that 
they get too large a proportion of the purchases of two leading 
bus companies. Apparently, these customers prefer the General 
Motors bus, and wish to standardize their purchases; but the 
government now proposes to require that they scatter their 
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business and buy what are apparently less desirable buses from 
other makers. Is there any possible justification for debarring 
these purchasers from buying the most satisfactory bus in the 
most satisfactory market? Should not buyer and seller be allowed 
to do legitimate business as they like to their mutual benefit? 

Another instance of corporation baiting was the suit against 
the Lincoln Electric Company, the world’s largest producer of 
electric welding equipment. The complaint was that they overpaid 
their employees! Unquestionably they do pay their workers a 
good deal more than men earn in competing concerns, but it is 
on an incentive bonus basis; and figures of man-hour production, 
of production costs, and of prices charged for their goods, show 
that real economy has resulted from big wages. Meanwhile, 
prices of welding equipment have been reduced, and the govern¬ 
ment and defense industry are big customers. Dividends have 
been maintained, and the pay of workers raised substantially. 
Fortunately, after the imposing of a "fine” for efficiency and 
wise operation, the company won an appeal, and still continues 
to pay their hourly workers over $8,000 a year on the average, 
and to supply the best of equipment at low prices. 

The Anti-Trust Division has recently devoted itself to the 
persecution of succesful companies, illustrated notably by the 
case against the International Business Machines Corporation, 
It has been charged that this company is taking advantage of 
their patents to acquire a monopoly. This completely ignores the 
very object of the whole patent system, established in conformity 
with the Constitution, specifically to give to inventors for a 
period of years, the full exclusive benefit of ideas which they 
develop in return for two considerations. The first is the divulging 
of all methods, processes, etc., so that, upon expiration of the 
patent, everybody is free to benefit by these inventions. The 
second consideration is the fee paid by the patentee for which 
he is given a definite contract guaranteeing to him monopoly 
under these limitations. 

Apparently actuated by a spirit of demagoguery, the Anti-Trust 
Division instituted a suit against the IBM charging that patents 
have given them a monopoly in their highly competitive field. 
It is true that this company did enjoy the legally established 
monopoly which results from patents, and now the Anti-Trust 
Division would repudiate these contracts and require the company 
to surrender their rights under the patent law, and would deprive 
the company of all future benefits of the patent law! 

Consider what this company has done. Last year it was 
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granted one hundred and ten patents, and at last accounts had 
three hundred and fifty-nine patent applications pending. During 
the past thirty-eight years they have developed one hundred and 
seventy-one major new commercial products, including many of 
utmost value to the government. Now the government persecutes 
it with no apparent reason while the company plans expansion 
at the cost of millions of dollars to handle defense contracts on 
which there is only a nominal profit. We estimate that during 
the past ten years the company has spent at least seventy-five 
million dollars in research, experiments, and maintenance of 
laboratories, and now it is to be defrauded of the benefits which 
the patent law promised. And the irony of it is that this research 
has developed many devices of the greatest benefit to national 
defense! 

The company now is required to forego the rights to the 
patents which it holds, guaranteed by the government, and to 
put its patents at the disposal of all who care to use them, to 
curb monopoly, and "to encourage the growth of other manu¬ 
facturers” in competition with the IBM and profiting by their 
research. In many cases the provisions of the agreement, which 
the company was forced to sign, demands that licenses to operate 
under these patents are to be royalty free, and the court further 
requires the IBM to put its technical "know-how” on many details 
of their business at the free disposal of competitors. Not content 
with this, the court virtually denies the company all privileges 
of the patent system for the next five years, by requiring the 
company to grant its competitors open licenses to operate under 
all patents granted or applied for during that time. That these 
court actions will seriously discourage the research and invention 
which has done so much for our industrial life is glaringly 
evident, and apparently it has already resulted in a cutting of 
expenditures by some of the leading corporations. This senseless 
and immoral policy seems to be calculated to discourage progress. 

This court action is by "consent agreement,” and it may be 
argued that the company has voluntarily accepted these terms; 
but consent was, we believe, extorted by the government, by 
what amounts to blackmail, for it was under a virtual threat of 
expensive and protracted litigation; and, when we consider the 
temper of the court, what assurance is there that, at the end of 
this long fight, the company would get justice? We would say 
that such action is downright dishonest: the patent is a contract, 
and now the government repudiates its part of the bargain. Such 
action is in line with the repudiation of the gold clause in 
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government bonds. It is the kind of thing which would put a 
private individual behind the bars. 

The court goes further, directing that the company restrain 
the development of independent service bureaus by 'monopo¬ 
lizing patents” and ’’using restrictive provisions” preventing 
other companies from competing freely with them—the very 
object of the patent system. The government also compels them 
to change their system of leasing machines, which has been highly 
satisfactory to customers. The machines are complicated and 
expensive, some of them leasing for half a million dollars a 
year, and they must be serviced and kept in adjustment. The 
company gives excellent maintenance and attention to all machines 
leased and is generous in substituting new machines as improve¬ 
ments are made. Thus customers are assured of having the latest 
and best equipment. The writer has talked with many users, 
and has yet to find anyone who voices any dissatisfaction with 
the leasing contract. The government requires the company to 
cooperate with competitors who wish to get into the business of 
servicing their machines, laying the way open to incompetent 
servicing and introducing competition in used machines, handled 
by hit-or-miss mechanics, which may easily discredit this highly 
technical apparatus. 

There are other similar cases. The government took similar 
action against the AT&T, compelling them to release to general 
use, and without payment of royalties, a number of essential 
patents. In a somewhat different way, the Eastman Kodak Com¬ 
pany has been similarly persecuted. In this case, the government 
has interfered with its methods of giving service to users of its 
cameras. We hear the methods, upon which the government 
insists, bitterly denounced by many photographers, who say that 
practically it debars them from getting the best service and results 
from their cameras. 

We regard this interference with legitimate business, con¬ 
ducted under our accepted patent law, as vicious in the extreme. 
It is destructive of good faith in business, of trust in government, 
and of honorable procedure, and defeats the very purpose of the 
patent law. Considering the conditions under which consent to 
the court decrees is exacted, such actions cannot be defended 
ethically on the ground that the defendant consents. 

The breaking up of big business concerns—"unscrambling the 
trusts/' as it is called—has brought little benefit to anyone. It 
almost never brings higher wages, greater dividends, enlarged 
production, or increased efficiency. It very, very seldom results 



Monopolies and 'Trusts” 


123 


in lower prices to the consumer, and it does mean a great deal 
of trouble and expense to industry, and introduces a demoralizing 
uncertainty. 

Consider a recent decision in one "anti-trust” prosecution, 
after some six years of persecution. On October, 1947, the gov¬ 
ernment filed a complaint charging seventeen leading investment 
bankers with "collusion and conspiracy” to create a "monopoly” 
of underwriting new issues of investments to be marketed. The 
case got to the courts about three years later, in November, 1950. 
The trial dragged until May, 1953. We now have a decision and 
fuller, detailed opinion of some five hundred pages is expected. 
The decision is unqualifiedly in favor of the defendants—the 
bankers—the court holding that the government, in spite of a 
bewildering patch-work of charges and "evidence,” had no case. 

What is the net outcome of this long-dragged-out proceeding? 
There were 32,000 pages of testimony and hundreds of "exhibits.” 
One banker was kept on the stand, testifying for four months. 
The defendants spent $7,500,000, and the government close to 
$2,000,000, and we would say probably a good deal more, con¬ 
sidering the methods of government bookkeeping. One of our 
major courts and Judge Medina—one of America’s outstanding 
jurists—and a host of busy little bureaucrats, were tied up on 
this job for two and a half years, while many of our bankers had 
to devote much time to it. It certainly cost us all heavily, for 
the taxpayers paid one batch of bills and the American investors 
had to pay, in the long run, the other and greater batch. Was 
it worth it? 

The end is not yet, for the government reserves the right of 
appeal. We hope that appeal—and its bills—will be spared us, 
for, considering the standing and integrity of Judge Medina and 
his sweeping dismissal of all charges, it’s hard to see any basis 
for appeal. As far as we know, the whole wretched affair had 
its inception in the "Anti-Trust” Division of the Attorney Gen¬ 
eral’s office—just a bureaucratic desire to stir up trouble! 

A critic of this work says that our position is too extreme, 
and that there must be some agency to prevent business from 
getting "too big” and taking advantage of the public. We 
grant that often there may be need of regulation, and even 
of prosecution, if unfair and unethical practices are pursued, but 
we question if mere "bigness” leads to abuses, or if the bogey 
of monopoly is as dangerous as it is represented to be. 

Whether or not anti-trust prosecutions are desirable is a matter 
of opinion. The writer’s personal experience is that he has 
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seldom or never seen any good whatever result from "trust 
busting." Often, those who support such legislation and such 
prosecutions base their argument on generalities with very little 
specific information. Until substantial evidence is adduced of the 
value of such proceedings, we will be content to leave such actions 
to the ordinary routine followed in the case of other law-breakers. 

Perhaps before we swallow the attacks on the "trusts," it 
would be well to ask who owns the corporations and who it is 
that we are attacking. The stockholder is sometimes pictured as 
a "bloated plutocrat." As a matter of fact, the situation is quite 
different; and, if we had a sane plan of taxation, there would be 
still less excuse for such a picture of "big business." A study, 
made by the Brookings Institute at the request of the New York 
Stock Exchange, of the ownership of American industry as indi¬ 
cated by stockholder lists, is revealing. It shows that there are 
at least six and a half million stockholders in the United States, 
that seventy-six percent have incomes under ten thousand a year, 
and nearly a third of the total have incomes under five thousand. 
These figures, however, tell only a part of the story, for multi¬ 
tudes own stock indirectly through life insurance, savings bank 
accounts, personally created trusts, and so-called investment trusts. 
Furthermore, this study takes no consideration of many who own 
a share in small and family corporations, the affairs of which 
are not covered by great stock exchanges. 

As has been said, there are nearly a million and a half owners 
of AT&T, better than one in every forty-five families of the 
United States directly sharing in its ownership, while more than 
200,000 employees own stock. The average stock-holding is only 
twenty-nine shares, no stockholder owning as much as one-half 
of one percent of the total stock. Are not some of the ravings 
about Wall Street and plutocrats a little exaggerated in view 
of these conditions? It looks as if we were fast coming to the 
time when a majority of our people will own a great part of 
American industry, and the corporations will belong to all the 
people. 

Before leaving the subject of monopoly, a word would be 
said regarding that form of monopoly which we call a "corner,” 
by which we mean buying up all the marketable supply of some 
commodity, and then taking advantage of this artificial monopoly 
to advance prices unreasonably and outrageously. Something has 
been said about speculating in futures, whereby the purchaser 
acquires what is termed a "call," meaning the right to demand 
delivery of goods at a set future date, the seller taking the loss 
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if prices advance, and pocketing the gain if prices fall. When 
speculators buy not only all the available supply of the com¬ 
modity, but also buy the future contracts, they make it impossible 
for the seller to carry out his contract and may squeeze him 
without mercy. 

It is easy to imagine the chaos, disruption of markets, and 
disorder which may be wrought, especially when operations are 
in some great and important market such as in wheat. Fortun¬ 
ately "corners” are comparatively rare, because of legal obstacles 
and, also because they are extremely hazardous. The buyer, as 
he increases his holdings, sets prices higher and higher. If the 
supply is greater than he anticipated, or if a new supply either of 
the commodity he is cornering or of a competing commodity 
comes onto the market (as when synthetic rubber takes the place 
of natural rubber), the gambler-speculator may find himself 
facing a dilemma. He may have to choose between risking far 
more money than he expected, and perhaps more than he can 
raise, or seeing prices suddenly fall, and being himself compelled 
to sell finally at prices far below what he paid. 

Probably the earliest record of such a scheme, resulting from 
buying up the available supply, is found in Genesis in the story 
of Joseph. In the years of plenty, Joseph, on behalf of Pharaoh, 
bought up all the grain; then, in days of famine, he sold it 
back to die starving Egyptians, selling for money until their 
funds were exhausted, then taking their live-stock in payment, 
and finally making the buyers assign their lands to Pharaoh if 
they would avoid starvation. Joseph’s next move was to lease 
bade these lands to former owners on a shares arrangement. 
Pharaoh to have a fifth of all the produce. We sometimes regard 
Joseph as a great statesman, but he stands out as the star specu¬ 
lator in the markets of his day; and today he probably would 
find himself in hot water for "conspiracy in restraint of trade.” 

The most dramatic example of an attempt to corner the market 
in our history was the gold speculation of Jim Fiske and Jay 
Gould in 1869. Prior to the redemption of the greenbacks, gold 
commanded a, high premium; at one time it took $2.85 in paper 
to buy $1 in gold. Paper money was viewed askance; gold was 
essential In foreign trade transactions, and all tariff duties were 
then required to be paid in gold. Jay Gould had the idea of 
trying to buy up all available gold and calls for gold. In this 
nefarious scheme he was joined by Jim Fiske, neither of the 
bandits being troubled with much conscience. 

In April of 1869 Gould bought seven million dollars worth 
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of gold, and the price rose from one-thirty to one-forty as a 
result. As there were only about fifteen millions in gold in 
circulation, aside from ninety millions held as reserve in the 
national treasury, he expected the price to go up at least to 
one hundred and forty-five. Incidentally, in raising funds the 
speculators were aided materially by one of the great New York 
banks of that day, by operations which bordered on dishonesty. 
While Gould was buying up gold, Fiske had acquired calls, the 
right to demand gold from those who sold for future delivery, 
for about one hundred million dollars. 

Obviously something had to happen, and it did! Thursday, 
September 23, there were all the signs of a bad panic, for those 
"short” on the market were unable to cover their contracts. 
Fiske continued buying, while his partner, Gould, was "double¬ 
crossing” him by surreptitiously selling, through brokers and 
indirect channels, at a price above what was being paid by his 
partner, thus weakening the monopoly, but making a profit for 
himself estimated at about eleven million dollars. Gould ad¬ 
mitted this double-dealing, saying later, "I purchased merely 
enough to make believe I was a bull.” Fiske meanwhile was 
offering to bet fifty thousand dollars that the price would hit 
two hundred. But the market closed that day at a hundred and 
forty-four, Fiske holding calls for over a hundred million dollars. 

The crash came on Friday, September 24—Black Friday, as it 
is called. Wild speculation ran riot, everybody trying to get gold, 
and trying to raise funds to pay for it, generally without success. 
The price went to a hundred and sixty, a hundred and sixty-one 
and a hundred and sixty-two. Then suddenly in fifteen min utes 
it dropped back to a hundred and sixty, and then to a hundred 
and thirty-three, with no buyers. The United States Treasury was 
selling from its reserve of ninety million! 

It was impossible for the two gamblers to hold the market. 
This selling by the government was something they had never 
anticipated, for Grant was President, and they thought they had 
him where they wanted him. But when conditions became acute, 
he gave the order to the Treasury to sell, and the break came. 
The stock exchange closed, and the panic spread to many other 
exchanges, notably in Boston, Philadelphia, and San Francisco. 
Many were ruined, with the effect spreading through all industry; 
for, as Jay Cooke, another financier of a very different stripe 
who had served the government and the people admirably, 
declared, "the fluctuations daily in gold affect everything else.” 

Fortunately monopolies of this sort are very rare today. Busi- 
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ness is too big, and it is too difficult to raise money to swing 
them. The law is against them, and the hazards are terrific, but 
it is well for the reader to understand some of this past history 
and its dramatic lessons. 

We have discussed monopolies in connection with corpora¬ 
tions because, practically, we generally think of monopolies as 
associated with corporations; but there are two glaring instances 
of monopoly today disassociated from "big business.” 

The first of these is monopoly of land, resulting from a 
generally accepted idea of absolute and unrestricted private owner¬ 
ship of land in disregard of long-accepted principles of law. A 
simple change in our tax system, discussed in a later chapter, 
would go far to check this monopoly, and would increase the 
free enjoyment resulting from the use of land. How far the 
monopolistic ownership of land has gone is seldom realized. 
Naturally such evils are more acute in older and more congested 
co mmuniti es, but even in America it has gone far, especially in 
the case of mineral lands and more desirable city holdings. This 
concentration of land ownership is a subject which calls for study 
and research. We call attention to it only as an instance of a form 
of monopoly dealing with the first necessity of life. If we are 
s inc ere in se eking to curb monopolies, this is an excellent place 
to begin; and, as we shall see, much could be accomplished, 
with no hardship to anyone, by a simple change in tax policy. 

The other instance of monopoly entrenched by law is in the 
case of labor unions. Often organized labor is loud in condem¬ 
nation of "trusts” and "monopolies,” but vociferous, aggressive 
and even violent in defending and in demanding monopolistic 
advantages not granted to others. Of this, we had a sample during 
the campaign of 1956 and subsequent months. This attracted 
broad attention in various states and was generally described as 
"right to work” legislation. Practically the labor unions are 
seeking a clause in labor contracts,, authorizing agreement be¬ 
tween employers and employees, closing the doors of employment 
to anyone not a member of their particular union. 

This is the rankest kind of monopoly, for it is a monopoly 
in the opportunity to earn a living, inspired by the greed of those 
seeking for their own particular unions an exclusive opportunity 
for good jobs in big plants. Some states have such laws, per¬ 
mitting g ranting such monopolies, but other states are preserving 
a broad freedom of opportunity to all, regardless of membership 
or nonmembership in any organization. Surely, if we. are in 
earnest in wishing to curb monopoly, a good place to begin is in 
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these monopolies which deny a man the right to earn an honest 
livelihood. 

QUESTIONS 

What three forms of monopoly are legally established? 

Is the patent system legal, ethical, and desirable to stimulate research 
and invention? 

Is it ethical for the government to repudiate patent contracts made 
and paid for in good faith? 

Is it just to deny patent protection to certain selected corporations, 
when the patent privilege is supposedly open to all applicants? 

Is repudiation of contract justified if obtained by what is called a 
"consent agreement” exacted under threat of costly litigation? 

Would it be wise to permit anyone and everyone to engage in any 
public service with no controls ? 

Is mere bigness of a corporation always objectionable? 

Should we allow anyone and everyone to run tracks, pipe-lines, and 
wires through, or under, our streets with no control ? 

Is it wise to grant exclusive franchises to such companies, controlling 
and regulating them? 

Was comfort, safety, and economy aided by consolidation of a 
dozen railroads into the New York Central System, or was the public 
better served by independent companies? 

Is telephone service more satisfactorily operated by a number of in¬ 
dependent companies or when consolidated into one company? 

Is the broad diffusion of stock ownership desirable? 

Should employment be denied for reasons of membership or non¬ 
membership in a particular union? 

Should labor unions be exempted from laws binding on other 
groups? 



CHAPTER XIV 


Benefits of Big Business 

BIG BUSINESS, COMPETITION AND MONOPOLY AND THE 
ADVANTAGES THEY OFFER. 


The history of liberty is a history of the limitations of gmern - 
mental power, not the increase of it. When we resist . . . con¬ 
centration of power, we are resisting the powers of death because 
concentration of power is what always precedes the destruction of 
human liberties. 

—Woodrow Wilson 
in 1912 

The marvel of all history is the patience with which men and 
women submit to burdens unnecessarily laid upon them by their 
government. 

—William E. Borah 
Speech in Senate 

TN SOME aspects "monopoly” is far less serious than it once 
was, for there are factors which are every day promoting 
competition. 

A century ago there was generally far less competition in local 
trade than today, for the advance of civilization and the broaden¬ 
ing of the reach of business have brought us closer together and 
introduced a competition unknown in the days of our grand¬ 
parents. Formerly the small-town store had pretty much a 
monopoly in its field; today it must meet the competition not 
only of a dozen nearby cities but of chain stores and mail-order 
houses and often of concerns hundreds or even thousands of 
miles away. An English tailor sends representatives to the United 
States twice a year to solicit orders for custom-made clothes, 
and we know one fussy individual who orders all of his shoes 
from England and who even sent back a pair to have them 
stretched abroad! These are extreme cases, but with many other 
commodities the same condition holds. Seventy-five years ago 
the local butcher shop had the market practically to itself: then 
the railroad brought in competition from a distance to be strength¬ 
ened and extended by modern refrigeration and today to be in¬ 
creased still further by air transport. Today we find in our local 
stores beef from South America, butter from Denmark, crab 
meat from Japan and mutton from Australia. Vegetables and 
fruits come often from thousands of miles away. 

129 
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Aside from these conditions which have done much to increase 
competition, the development of new products and new processes 
has operated to give competition in many lines from goods of an 
utterly different nature. Aluminum and now magnesium are 
substitutes for steel and even for wood, when we buy magnesium 
ladders and wheel-barrows. Synthetic fibres are displacing silk, 
cotton and wool, and it looks as if before long these natural 
fibres may be largely displaced by man-made textiles. Electricity 
first competed with steam and now has often displaced it and 
made possible such things as the vacuum cleaner, which must 
have given pretty stiff competition to the broom manufacturers. 
Electricity, oil and gas, piped literally for thousands of miles, 
compete as fuels with wood and with coal. 

All this rapid progress and development and the production 
of new products and processes, combined with rapid transport 
and improved methods of packing, canning and freezing, are 
fast bringing us into a common market where we must face the 
competition of all the world. If occasionally a big concern does 
seem to get the lion's share of one particular market, this influence 
is counter-balanced a dozen times over by this greater and 
broader competition. We question if "monopoly” will ever be 
the problem that it has been. 

Before dismissing the subject of big business there are points 
worth mentioning. The great corporations often get little credit 
for the invaluable services which they render, and we can ill 
afford to cripple these activities and lose their benefits. 

The big corporation can do much which is simply impossible 
for little business—or for a host of little businesses—to under¬ 
take. For one thing big business can and does promote research, 
develop new inventions and even give us new industries. Many 
of the great corporations spend millions in experiment, research 
and development, and these undertakings go far beyond the scope 
of ordinary small-scale industry. The tremendous investment 
which great corporations sometimes make in these fields, while 
profitable to investors, is still more profitable to society as a 
whole. 

We have spoken of the millions spent in development of 
electronic calculators, which make possible the solution of many 
mathematical problems which, for technical reasons, would 
otherwise be utterly insoluble. These problems, abstruse though 
they are to the layman, are often of very great practical import¬ 
ance. Upon them depend the principles of many inventions— 
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such things as jet propulsion, electronics, the smashing of the 
atom, aeroplane and submarine design, and many others. 

To take a simpler and more familiar example, much of the 
development of the automobile has hinged on endless and expen¬ 
sive experimentation, and the whole field of plastics and new 
fabric is the fruit of years of costly research. It is true that such 
undertakings might be handled and financed by the government 
but this, lacking the spur of the promise of rich reward, will be 
far less efficient; and, if we can judge from past experience, it 
would be wasteful of time and money and permeated with 
corruption. 

Another great advantage of large-scale business operations 
lies in the utilization of by-products, which is often impossible 
in small industries. The blood and tankage products of the 
slaughter-house are commonly wasted in the small-scale dressing 
of meat, but in the great packing industry nothing is wasted, 
and these incidental products furnish valuable fertilizer, making 
possible lower prices for meats. Indeed it is said the frequently 
dressed meats are sold for less than is paid for live stock on the 
hoof, the profits of the by-products meeting all expense and 
making profit possible. 

Frequently very large-scale operations are essential if we are 
to save many of these incidental products. It is all but impossible 
to produce such substances as pepsin, adrenalin, insulin, various 
hormones and other pharmaceuticals, essential to the practice of 
medicine, efficiently and economically, on a small scale. Of 
this we had an illustration in wartime when, for a while, controls 
and ill-advised fixing of prices resulted in curtailed operation 
of the great packing centers and *'bootleg” meat production. In 
these small and less efficient operations it is impossible to prepare 
these very valuable products, and the result was a severe shortage 
of vitally important drugs. 

There is another angle of this case of "big business,” perhaps 
a bit fanciful but worthy of mention. Is it not possible that in 
big business we may find an answer to some perplexing questions? 
Is there not a chance that the great corporation, instead of being 
a great insatiable octopus sucking our lifeblood as sometimes 
pictured, may actually be a beneficent servant and the means 
whereby our people can unite to promote efficiency and a higher 
standard of living, and to provide broader economic opportunity 
for all? Is it not possible that through the machinery of the 
corporation, and the great diffusion of ownership which it makes 
possible, we have the makings of a cooperation which will do 
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much for our general prosperity? With a broader ownership of 
big business, and the increased number of stockholders, a far 
larger proportion of our people have a stake in big enterprise, 
and they will see the vital importance of protecting capital. 

The AT&T is an excellent example of practical cooperation in 
ownership. This, the study of the holdings of the stock in the 
United States Steel, and the more general study made by the 
New York Stock Exchange already mentioned, show how widely 
diffused is the stock ownership. Remember too that many in 
extremely modest circumstances have some stake in corporations 
through ownership of stock by savings banks and insurance com¬ 
panies, and finally even the absolute pauper is often dependent 
upon religious and charitable foundations, which in turn rely 
on the income received from endowments invested in stocks and 
bonds. Is it not conceivable that, with the fast-growing trend in 
this direction, we shall soon have so broad an investment in 
securities that there will be far less cleavage into classes and 
far less opportunity for the rabble-rouser and the demagogue? 
Perhaps some day we will practically all of us be "capitalists” 
in greater or less degree. This may be just a dream, perhaps 
never to be realized, but it does seem to have a possibility, and in 
it we may find an answer to much social unrest and to the 
aspirations of dreamers and idealists. 

Back of all the agitation for socialism, communism and kin¬ 
dred cults lies a perfectly understandable feeling of resentment 
at the inequality of things, particularly the inequality of oppor¬ 
tunity. It is not reasonable to suppose that, as the numbers of 
our people who have investments in the great corporations in¬ 
crease, there will be far less of this discontent? Probably the 
only sound and substantial answer to these problems of com¬ 
munism lies in remedying the discontent and the injustices which 
provoke resentment. The socialist-communists want to "divide 
up,” and those who have less than average of worldly goods 
hope to be in the receiving end under such a program; but, as 
soon as men acquire a nest egg or invest earnings, their attitude 
changes and they appreciate the necessity of respecting private 
property and of protecting capital. Instead of being a subversive 
factor these people will become a stabalizing factor. We believe 
that if broad stock ownership continues to expand, we may find 
a solution to the difficulties upon which communism feeds today. 
Then thought will center not on seizure and dividing up but on 
correcting weaknesses of our economic order, broadening oppor- 
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tunity and producing by evolution, not by revolution, a more 
nearly perfect economic order. 

This we throw out as a suggestion, something to think about, 
for it seems probable that if the diffusion of ownership of our 
great businesses continues to be extended and if increasing 
numbers take the opportunity to share in the profits and benefits 
of the great corporations, we shall automatically do much to 
remove the causes of unrest and to insure a better way of life. 

In line with these ideas we quote from a very excellent address 
delivered by Mr. Benjamin Fairless, the recent president of United 
States Steel. He discusses some angles of the case forcibly and 
amusingly and we quote, by permission, from Mr. Fairless: 

"We have real and (direct Public Ownership of our biggest 
and most important industries. That ownership is sold daily, in 
little pieces, on the stock market. It is constantly changing hands; 
and if the workers of this country truly wish to own the tools 
of production, they can do so very simply. 

"They do not have to seize the government by force of arms. 
They do not even have to win an election. All they have to do 
is to buy, in the open market, the capital stock of the corpora¬ 
tion they want to own, just as millions of other Americans have 
been doing for many decades. So why should they do it the hard 
way? Well, the other day I took out a pencil and paper and 
did a little simple arithmetic, the results of which may be as 
amazing to you as they were to me. The fact remains that, at 
today’s market prices, the employees of United States Steel could 
buy every share of the outstanding common stock of the Cor¬ 
poration just as easily and just as cheaply as they can purchase 
a moderately good automobile. 

"It seems unbelievable, but it is quite true. We have approxi¬ 
mately 300,000 employees, and together, they could buy all the 
common stock of the Corporation by purchasing just 87 shares 
apiece. At today’s prices, those 87 shares would cost them a total 
of less than $3,500. And, at today’s wages, the average steel¬ 
worker earns that much in approximately ten months. 

"By investing $10 a week apiece—which is about what our 
steelworkers gained in the recent wage increase—the employees 
of U. S. Steel could buy all the outstanding common stock in 
less than seven years; and—except for the relatively small fixed 
sum that is paid in dividends on the preferred stock—Our workers 
would then be entitled to receive all of those so-called "bloated 
profits” they have heard so much about. But here, I’m afraid, 
they would be in for a disappointing surprise. At current rates, 
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the total dividend on their 87 shares would amount to only 
32 61 a year. 

"But in order to control U. S. Steel, these workers would 
not even have to purchase 87 shares apiece. Sixty-two shares 
of common stock would give them a voting majority in the 
Corporation's affairs. That would cost them less than §2,500, 
at the present market; and an investment of only §5 a week 
would turn the trick in less than ten years. Then they could 
elect their own Board of Directors, fire the present management, 
and run the business to suit themselves. 

"Before they become too overjoyed at this prospect, however, 
I think they should be warned that they still would not be 
their own bosses, of course, for the true bosses of every Ameri¬ 
can business are its customers, and unless those customers are 
satisfied as to quality, quantity and price of the product, there 
will be no business and there will be no jobs. But as long as 
the new owners of the company could keep the customers happy, 
they could run the show exactly as they pleased. 

"Now perhaps I should make it perfectly clear that I am not 
advocating that our employees go out and buy control of 
United States Steel. I don’t think that would be good either 
for the workers or the Company; and from the standpoint of 
the national interest, I think it is far better that our key in¬ 
dustries should be owned—as they are now—by a broad and 
representative cross-section of the whole American public . . . 
by the workers in many different fields of enterprise, by the 
consumers of all kinds of products, by school-teachers and busi¬ 
nessmen and widows and pensioners—in short, by the average 
American. 

"But still I can’t help thinking how interesting it might be if 
our workers did own the Company—if each of them went out 
and bought his 87 shares of common stock. 

"There would be that happy day when a delegation from the 
mills walked into the office of the new president of the com¬ 
pany. I can hear the spokesman saying: 'Boss, the boys want a 
little raise—about the same as they got from Ben (Fairless) 
last time—let’s say about $500 a year as a starter.’ And the 
new president of course would reply: 'Why, sure, sure. Give 
the boys whatever they want. All they’ve got to do is pay it 
to themselves.’ 

"Then he would grab his hat, and go out for a quiet after¬ 
noon. Ah, yes, I’d like that kind of a deal myself. 

"But I feel a little sorry for the new Treasurer of the 
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Corporation—he starts going over the books with the boys to 
find out where the next raise is coming from. 

"If the new Treasurer is a very persuasive fellow, perhaps 
he could convince those hard-headed delegates that they can 
pay themselves a $500 wage increase out of the $261 they get 
in dividends. But, if he’s as smart as I think he is, he probably 
won’t mention the subject at all, because way back in my mind 
there lurks the horrible suspicion that the boys are not going 
to be too happy about the size of those dividends in the first place. 

"Being logical men they are going to expect, I think, that 
their dividends should increase along with the cost of living, 
just as their wages do. And who can blame them for that! 

"Then too, they are going to discover that—as owners of the 
Company—they are getting only part of the profits, and that 
the rest of these so-called profits are being reinvested in the 
business to maintain and expand production, to give the nation 
the steel it needs, to make their own jobs more secure, and to 
create new jobs for the rising generation. 

"They will also have a right to expect that the market value 
of their stock should rise as the amount of their investment in¬ 
creases. And so, of course, it should; but since it doesn’t, they 
will conclude, I am sure, that they are not getting a fair profit, 
and they will insist not only on higher wages, but on higher 
dividends as well. Which means, of course, higher prices. But 
right here, unhappily, they run into the stern realities of com¬ 
petition in the market place. And nowadays, of course, they 
also run into a little matter of government price controls. 

"So they go back over the books once more in a final effort 
to find some money somewhere and they run across an item 
headed 'taxes/ Now that’s when the lid blows off. 

"The boys discover that for every dollar they are getting in 
dividends, the Company is paying about six dollars in taxes to 
federal, state and local governments. Well, I leave it to you 
to imagine all of the colorful language that would greet this 
discovery. 

"And at this point I can see the Treasurer putting in a five- 
alarm emergency call to the Union company president. The con¬ 
versation, I suspect, would go about like this: 'Look,’ he would 
say, 'the boys are pretty sore. They want you to get right down 
to Washington. They want you to tell those fellows down there 
that they’ve got to lower taxes. And they’ve got to cut out a lot 
of this spending, too. Defense is all right, but this boondoggling 
and payroll padding has just got to stop!* 
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"Then the Treasurer would go on to say, ’And by the way, 
while you’re down there, you’d better tell Congress to toss those 
price controls into the ash can. Yeah, that’s right The boys can’t 
afford them either.’ 

"I can’t help feeling that if the workers in America ever did 
own the tools of production, all of us would quickly learn a 
few very fundamental and very simple economic truths that have 
somehow" escaped a great many of our people. 

"We would learn that this endless conflict between owner 
and worker is the sheerest, unadulterated folly; for when we 
fight over profits, we are fighting over peanuts. 

"Of the total sum which the workers and the owners of U. S. 
Steel divided up between them last year, more than 92 percent 
went to the workers, while less than 8 percent went to the 
owners. Yet that small share which went to the owners was 
the total 'rent’ w ; e paid them for all the billions of dollars 
worth of plants and furnaces and facilities we used in making 
steel. And without these facilities, of course, our men would not 
have made any steel at all. 

"Let the workers take one-tenth of everything the owners re¬ 
ceived for the use of these tools, and what would they get? 
Peanuts, as I have said. Less than a dime a day. But let them 
go whole hog and grab all of! the owners’ share ... let them 
wipe out all of these dividends completely and forever . . . 
and what happens? They would destroy the Company, destroy 
their jobs, work infinite harm upon a vast segment of our national 
economy and wipe out the savings which more than 275,000 
of their fellow Americans have invested in our business. And 
for what? For the price of about three cartons of cigarettes a 
week apiece! 

"No, my friends, American workers will never improve their 
standard of living by grabbing the meager share which the 
owners get from our present economic pie. They will only do 
it producing a larger pie with a bigger share for everyone. 

"If we produce more goods we shall have more goods to 
divide among ourselves , If we produce fewer goods we shall 
have less to divide and less to live on . For no matter how many 
billions of dollars we may have in our collectwe pocket as a 
nation } we cannot buy more than we have produced; and the 
dollars themselves mean nothing . They are only paper , and we 
cannot eat them, wear them, or build a house of them. 

"And there we have the simple economic truths of the matter. 
To live better we must produce more; but production is the re- 
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suit of teamwork; not of conflict. We cannot produce by fight¬ 
ing each other and hating each other; for by doing that we 
destroy ourselves. And we shall only achieve our fullest measure 
of production w r hen we begin to understand that the interests 
of the worker and owner are not antagonistic, but identical . . . 
that under our American system of enterprise it is impossible 
for one to prosper while the other suffers.” 

QUESTIONS 

Does big business restrict or create employment? 

Is it safe to assume that stockholders have larger incomes than 
salaried workers? 

Should industrial policies be framed to favor one group over 
another? 

Does industry have more or less competition today than a century 
ago? 

How do business consolidations, by further research, benefit employ¬ 
ment? 

What benefits does consolidation render to society that are impos¬ 
sible on a small scale? 

Does the creation of big business necessarily benefit particularly the 
wealthy man and injure the poor man? 

Considering the large holdings of stocks by endowments of schools, 
colleges, churches, hospitals, libraries, etc., do the really poor benefit 
by stockholdings and by the progress of big business? 

Is it desirable that stockholding and stock ownership be as widely 
diffused as possible? 



CHAPTER XV 


Public Revenue and Borrowing 

SOME PRINCIPLES OF A TAX POLICY AND THE FOLLY OF "PUBLIC” 

BORROWING. 


Suppose there is a kind of income which constantly tends to in¬ 
crease, without any exertion or sacrifice on the part of the owners 
... In such a case it would be no violation of the principles on 
which private property is grounded, if the state should appropriate 
this increase of wealth, or part of it, as it arises. That would not 
properly be taking anything from anybody; it would merely be 
applying an accession of wealth, created by circumstances, to the 
benefit of society, instead of allowing it to become an unearned 
appendage to the riches of a particular class. 

—John Stuart Mill 

W E SEE that there are three elements in production each 
compensated for the part it plays; land in rent, labor in 
wages, and capital in interest. Of these three, land is the passive 
element—the first essential, the source. Labor and capital are 
the two active factors and wages and interest are both com¬ 
pensation for labor; wages for immediate productive toil, and 
interest a postponed, prolonged and generally greater com¬ 
pensation for past toil, which denied itself immediate satisfac¬ 
tion in order to accumulate capital to make future labor more 
efficient. The worker is free to decide for himself whether 
he wishes to receive money wages to spend for the day’s needs 
and luxuries or to accumulate capital with a view to the future. 

We see too that land in itself and by itself does not produce 
any true wealth. The value of the land, the fact that it com¬ 
mands a price, is not the result of the individual worker but 
of the common life, of increasing population, the services and 
protection of government and the general progress of all society: 
it is quite different from the product of land, which is the 
product of personal life and labor and is therefore justly per¬ 
sonal property. It may be argued perhaps that capital also is 
impotent to produce wealth without the aid of labor, generally 
aided by capital. This is true, but capital is the product of in¬ 
dividual toil and its earnings—interest—are therefore justly the 
property of the owners; but land is the gift of the Creator to 
all men, the very first essential of life on this planet, and its 
earnings justly belong to all. 
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The landlord has an advantage because land, being limited in 
quantity and each piece in a sense unique, is susceptible of 
peculiar monopoly. In a sense, the landlord has the preferred 
claim and the worker must he content with what he leaves, 
which may be paid to him in wages, in interest or in a com¬ 
bination of the two. Thus, the worker is often at the mercy of 
the landowner. Production is and should be divided into ground 
rent for land, wages for labor, and interest to the worker who 
has accumulated capital. The first, ground rent, should be taken 
for the common good, since it is the product of the common 
life, whereas the latter two, w r ages and interest, are justly private 
property. Were we to collect and return to all, through the services 
of that great cooperative enterprise which we call government, 
the ground rent, which is the creation of our common life, tax¬ 
ation would scarcely be necessary in normal times, were we once 
out of debt. 

But now a fourth factor, enters the picture, little better than 
a parasite. Although his exactions may be balanced to a limited 
degree by services rendered, they are not fixed by the value of 
his service. He is enabled to exact as much as he pleases, while 
the worker, the capitalist and even the landlord are all power¬ 
less to resist. This fourth element, privileged to make terrible 
exactions from the three truly productive factors, is the govern¬ 
ment which we have ourselves set up. The government, through 
taxation and its tax-collectors, can take practically any amount 
which it pleases—sometimes well over ninety percent. Against 
this extortion we are all of us powerless unless, by thought and 
study and by the exercise of our rights as citizens, we control 
the government which we have created. 

Do you remember the story of Frankenstein, the man who 
created a terrible being whose very existence he came to loathe 
and whom he feared but against whom he was powerless? Govern¬ 
ment is often like Frankenstein’s monster. We have ourselves 
created government but we no longer exercise the control over 
it which we should, and what should be our servant has now be¬ 
come our master. Throughout all history an infinite amount of 
suffering, toil, and bloodshed has been brought upon us by the 
governments which we have ourselves created; and throughout 
all history, you will find a continuous story of men’s struggles 
with governments of their own creation. 

In the United States we are confronted with a very real danger 
of this sort- It is said that our governments, including national, 
state and local, take between a third and a half of our national 
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income for their support. But this is only the beginning of the 
story of the injuries they work on us by taking this large measure 
of our earnings which the economist calls the national income. 
They impoverish us, discourage us and cramp us and hold down 
production; and therefore the income, of which they take so 
much, is nothing like as large as it should be. Were the govern¬ 
ment to free the toil and industry of men from this burden, 
a great part of which is totally unnecessary, production and 
prosperity would forge ahead in a way never before known; 
and our people would be on the road to a greater degree of 
material prosperity than has ever been seen on earth. 

Government costs money, for government, like all of us, 
feels the effect of inflation and mounting costs; but the greatest 
factor in the growing costs of the federal government is the 
expansion of its functions and the usurpation of powers reserved 
by the Constitution to the states and to the people. 

The government practically never makes a profit in any 
business venture in which it engages. Possibly once in a long 
while some little enterprise may, for a time, show a small balance 
on the right side of the ledger; but practically always, whenever 
the government goes into business, it loses money. The post office, 
the TVA, every effort to produce and sell electrical energy, the 
hotels it operates, are in the aggregate losing ventures; and the 
losses are generally appalling. 

Until we have the wit to collect the natural public income of 
ground rent, there are generally only two ways by which govern¬ 
ment can procure money. It can steal it, as Russia is doing all 
the time in the countries under her oppression, or it can take 
it in loans or in taxes, which is what we do. There seems to 
be an idea that the funds in our public treasury are evolved by 
some mysterious process out of thin air and come from nowhere, 
and that whatever we can get "'out of the government” is just 
so much velvet. Not long ago we attended a rural school meet¬ 
ing, in which there was a discussion of an absurdly extravagant 
project for a new school costing two or three million dollars. 
It was argued that it would not cost us nearly as much as 
appeared, because much of the cost would be obtained through 
subsidies from the government! This illustrates how few people 
realize that what we get out of the government comes from 
our own pockets. It is our own money that we are spending, 
and any idea of financing ourselves on public grants is as futile 
as trying to lift ourselves by our bootstraps. 

Let us hope that the grosser form of stealing indulged in by 



141 


Public Revenue and Borrowing 

Russia, which is generally called ‘looting/* is “out** for the 
United States. Despite all our faults, it is improbable that we 
shall ever engage in any aggressive war for the purpose of 
conquest and enrichment. As long as we let the ground rent, 
which justly belongs to us all, go into private pockets, there 
is left, as our only source of public income, the money wrung 
from taxpayers. 

This may be either taxes or loans. Many of us fool ourselves 
in thinking that, if we borrow the money for public use, we do 
not have to pay it and that it will come out of the future. We 
think we are saddling the generations to come after us with obli¬ 
gations entailed by our extravagance, and think we have been 
pretty smart. As a matter of fact we cannot spend the money of 
the future. Present expenses must be met from the funds of 
today and national borrowings avail nothing, for we cannot draw 
on the future. We cannot bake bread from wheat not yet grown, 
nor weave cloth from wool of sheep still unborn. As Tom Paine 
put it, “Man has no property in the generations which are to 
follow/* 

Considering the nation as a whole, debtor and creditor are 
one. If you divide your money into two heaps and put one in 
your righthand pocket and the other into the left, you will not 
change your financial condition one iota by lending money from 
one pocket to the other. And that is what we do when we float 
a government loan. 

You pay $1,000 for a bond, which is nothing but a promise 
of the nation to repay that sum, with interest, say in fifty years. 
You have parted with $1,000, which the government receives 
and spends, and which must come out of either your savings or 
your income. True, you get the bond, the promise to repay the 
loan. On the face of it you part with nothing, for the asset 
balances the payment; but nevertheless it is your $1,000 which 
is gone. In the course of time, when our generation is gathered 
to our fathers, posterity will have to pay this bond, but to 
whom will the money be paid? Surely not to us moldering in 
our graves, but to themselves: they will collect the money as 
well as pay it. 

Any hopes of “passing the buck*’ to those coming after us 
is utterly futile, for we cannot leave them the debt to pay with¬ 
out also leaving them the bond to collect. They will inherit both 
asset and liability, and will be just exactly where they would 
have been had we raised the original $1,000 by taxation instead 
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o£ borrowing, and neither better nor worse off for all our book¬ 
keeping. 

It is our money that is gone and we have never received it 
back, for the $1,000 will not be paid twice: if our descendants 
get it, we won’t get it. National debts differ, therefore, from 
private obligations in that the people of the country at large 
stand in the dual position of both creditor and debtor. If you 
borrow money, you must repay the loan, and the other fellow 
gets the money; but if the people of the United States borrow 
from the people of the United States, the people of the United 
States must repay this loan to the people of the United States. 
The whole transaction is as aimless as if, when you go broke, 
you meet the situation by giving yourself your own note and 
then save enough money from your income to repay yourself. 

Of course, it is quite different if considered from the in¬ 
dividualistic standpoint; then it becomes a question of private 
and not of public finance. You may leave your heirs a govern¬ 
ment bond, which they can some day collect; and the taxes with 
which it is paid may be collected not from the bondholder nor 
from the bondholding class, but from others. The individual may 
therefore profit at the expense of someone else but this is 
beside the point that, by and large, the generation that lends 
the money pays the bills. Nor is the situation altered in the case 
of short-term bonds. If the bonds run but a few months or a 
year, it is clear that they must be met by taxes levied during 
that short period, and the lenders may just as well pay the 
money needed in taxes in the first place as to resort to this sub¬ 
terfuge of borrowing and then taxing themselves to repay the 
loan. Similarly with interest; if we are the ones to collect it, 
we must be the ones to pay it. 

The argument that if we borrow the money from ourselves 
and pay it back to ourselves, there is no objection to borrowing, 
is extremely dangerous. There are certain "economists” who 
maintain that a country can practically support itself indefinitely 
by borrowing money, as long as it borrows all its funds at home, 
and that such a debt never has to be paid. The idea originated 
with J. M. Keynes, a British economist of a sort, and often 
bears his name. Unfortunately, it has found considerable favor 
on this side of the sea with teachers and writers who, though 
not avowed communists, are in sympathy with the wide exten¬ 
sion of government and reckless public spending. Such a tie-up 
is to be expected, for communism always favors heavy spending, 
confiscatory taxation, increase of public debt, and unlimited 
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public borrowing; because bankrupting a country and ruining its 
people will hasten the assumption of supreme powers by the 
government. 

Unfortunately, wild spending and borrowing and the inflation 
which such excesses bring often result in a transitory pseudo¬ 
prosperity which leads many astray. This parallels the experience 
of individual life. We recall the case of a young business man, 
a natural-born gambler, w r ho got far beyond his depth in trying 
to organize and finance a business venture not without merit 
had it been properly handled. Operating on the proverbial 
shoestring, he soon found himself in serious difficulties; he 
wanted to go too fast; and, instead of retrenching, he got in 
deeper and deeper. He borrowed right and left and stretched 
his shaky credit to the limit. Finally, when conditions became 
almost desperate, he gave an extravagant party to impress his 
creditors, which, deluding the more gullible, helped him to ex¬ 
tend his credit again and once more to increase his indebtedness. 
Things finally caught up with him and everything crashed. 

This suggests what may be expected for a country which fol¬ 
lows a similar program. Borrowing, issuing paper money, print¬ 
ing bonds and using them as bank collateral, increase the amount 
of money in circulation and give a sense of false prosperity. It 
is all part and parcel of inflation. As things keep going up and 
up and prices soar, wages and salaries go up; and it looks like 
a great era of prosperity, but it is all a house of cards. Of 
course such processes cannot create any real values whatever. 
They demoralize the whole economic machine and, when the 
crash comes, they bring disaster. Herein lies the great danger 
ahead of the United States if we do not mend our ways, balance 
our budgets, cut out inflationary practices, and make a start at 
reducing our terrific debt. 

To these principles there is one exception. We have spoken 
of bonds sold at home. When we sold abroad it was a different 
matter: such debts can be, and are, passed on to successive gener¬ 
ations. In such cases Americans of tomorrow must be taxed 
to repay the money which we have borrowed, not to themselves 
but to foreign creditors: they no longer stand in the twofold 
position of debtor and creditor, but are the heirs of only the 
debts. In the meantime we get and spend the money, and reap 
the benefits. However, this is a matter of minor import, for prac¬ 
tically all our borrowing is at home. 

This matter of borrowing has many complications and is 
not as simple as we have made it. As we say, often the one 
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who pays the bond is not the one who collects for it, and public 
loans can and do introduce many complications with friction 
and difficulty resulting. It is unfortunate when our people are 
divided between creditors and debtors, because, as we have seen, 
the debtor usually profits by inflation; for he can pay off in low- 
value money the debt incurred in high-value money. Therefore 
anything which leads to a cleavage of our people into these 
two classes of debtors! and creditors may be a source of con¬ 
troversy and disaster. 

Practically today we must finance our government by taxes, 
although there is a natural source of revenue, earned by govern¬ 
ment, which would go far to finance us if we would use our 
wits. Taxation is a matter of supreme importance: don’t think 
of it as merely a means of raising revenue, for it goes far deeper 
and impinges on every phase of political and economic life. 

Our methods of taxation have much to do with the preserva¬ 
tion or destruction of liberty, for unwise and unjust tax policies 
may easily deprive us of the fruits of our natural rights to 
"life, liberty, and the pursuit of happiness.” Taxation also 
threatens the sovereignty of our states and free local self-govern¬ 
ment, bringing into contempt constitutional safeguards of free¬ 
dom and imperilling our government as we have known it. By 
discrimination it creates favored classes and sets group against 
group, section against section. In 1824, in the case of "nullifi¬ 
cation,” tariffs, favoring the North at the expense of the South, 
very nearly led to secession and civil war. 

Aside from these more striking effects of tax follies, tax pro¬ 
grams have an overwhelming influence on industrial and social 
life, and indifference and blindness may bring tragic suffering 
to our people. A stupid policy of real estate taxation perpetuates 
the slums of our cities , breeding disease, fire hazards, and crime. 
Failure to understand the principles of taxation leads to futile 
and costly programs of socialistic "public” housing, imposing 
heavy burdens on the already overburdened taxpayers. 

QUESTIONS 

Can you think of any business operated by government which yields 
a substantial profit? 

Besides engaging in business operations what broad sources of pub¬ 
lic revenue are available for the support of government? 

What are the three factors in production ? 

Must the support of government generally be derived from levies 
on one, two, or three of these elements ? 
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Is it better that government shall be supported by levies on land 
values (the collection of ground rent) or on levies on wealth pro¬ 
duced by labor? (This is important as we shall see later. Think it over. 
Is it wiser to tax the land or the product of labor?) 

Can the government borrow from future generations by selling 
bonds to its citizens? 

Is there danger in excessive public debt? 

Is lavish public spending desirable "to keep money in circulation”? 

Are high taxes sometimes the cause of acute discontent? 

Is there danger when taxes take at least one third of the earnings of 
our people? 

Can die government assure prosperity by extravagant spending, ex¬ 
cessive taxation, or by borrowing money ? 



CHAPTER XVI 


Taxation 

AN ELEMENTARY PHILOSOPHY OF TAXATION AND ITS 
PRINCIPLES. 


Taxes are paid in ihe sweat of every man who labors, because 
they are a burden on production, and can be paid only by production. 

If excessive they are reflected in idle factories, tax-sold farms, and 
hence in hordes of the hungry tramping the streets and seeking jobs 
in vain. Our workers may never see a tax bill, but they pay in 
deductions from wages, in increased cost of what they buy, or (as 
now) in broad cessation of employment . 

—F. D. R. Campaign Speech, Pittsburgh 
October 19, 1932 

A LACK of intelligent tax planning is taking the nation 
■L further and further along the road to socialism, communism, 
and disaster, for the generally approved idea of taxation, accord¬ 
ing to ability pay, is identical with the avowed principle of Karl 
Marx, expressed as "From each according to his ability,” is the 
principle of financing government by simple seizure of private 
property, with little regard for morals or for justice. It is essen¬ 
tially the policy of the gangster and the gunman, taking wher¬ 
ever the most may be had with the least resistance, and it is 
the first step to Marxian communism. Socialism and communism 
will be defined and discussed in a subsequent chapter but note 
that neither word implies any Russian tie-up. 

From this method of raising funds it is only a step towards 
spending, "unto each according to his needs.” Thus we have the 
full realization of the program of Marx, with the denial of per¬ 
sonal property rights, inevitably bringing corruption and totali¬ 
tarianism, with concentration of power in the supreme state. 
There is no limitation on the seizure of personal property and 
the obliteration of personal rights. It means bankruptcy of the 
people as in England, or virtual enslavement as in Russia. 

What should we look for in planning a tax program? As a 
matter of fact, we have never planned anything consistent 
and logical, but our tax policy, like Topsy, has "just growed.” 
Our policy, if you can call it that, is best described by the old 
battle-royal idea of "when you see a head, hit it.” In other words, 
whenever anyone looks prosperous and seems to have money, 
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take it away from him. It is the idea advanced by the French 
Minister of Finance to the King when he outlined a policy of 
taxation as plucking a goose to get the maximum of feathers 
with a minimum of squawking. Certainly we should do better 
than this: we should have some definite, consistent polity and 
there should be some principle back of the method by which we 
seize private property for public use. 

As a preliminary, we would accept two basic premises. First, 
we should collect for the support of government all income 
which justly and rightfully belongs to all the people before we 
exact what is truly private property, and this means that we 
should collect the ground rent. The land was the creation of 
the Almighty, or the product of nature if you so prefer to put 
it, and was put here for all mankind and not for the benefit 
of a few. We shall see that the value of land is due to govern¬ 
ment and the common life and that the income arising from 
the value of land may justly be taken for the support of 
government, to be returned to all the people in the services of 
government. Such a program cannot be called taxation, for taxes 
are the arbitrary exaction of private property for the support of 
government, and an income earned by society is not private 
property. It belongs to all and should be taken before recourse 
is had to- private property. 

The second broad principle of a tax program is that federal 
taxation should be levied only for constitutional purposes; and 
if you will read Article 1, Section 8, of the Constitution, you 
will see how rigidly these are limited. We believe that there is 
no justification for taxation to provide funds to be given away 
to individuals, to subsidiary governments, or to alien governments. 
To this statement there may be exceptions in cases where the 
gift is payment for services, as in the case of pensions to soldiers; 
but we can find no authorization in the Constitution for taxes 
to pay subsidies to state or local governments. Some grants to 
allies, in time of war or in prospect of war, may be justified if 
legitimately for defense, but generally donations to foreign 
peoples are not legitimate. Our interpretation of the Constitu¬ 
tion may seem a bit extreme; but more is said on this subject in 
the next chapter, and the reader can make his own reservations. 

In the case of subsidies to states, and to minor divisions of 
government, it is wrong, for the national government should 
spend and handle its own money in its own way. If given for 
local purposes, such policy destroys self-respect, self-reliance, and 
liberty, and has the same effect on states and on local govern- 
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ments as communistic giving always has; for such subsidies and 
grants are essentially communism among the states. We tax some 
to give to others and attempt to equalize conditions, making the 
prosperous and thrifty states pay for the more backward; and 
there is a complete parallel between such policies and taking 
from the w'ell-to-do to give to the poor and thriftless. Either 
is communistic in principle and destructive to morals. Minor 
divisions of government may be taxed to support our federated 
nation, but never the other way around. The principle that 
Cleveland enunciated in a veto measure of February 16, 1887, 
'Though the people support the government, the government 
should not support the people,” could be applied to our public 
expenditures: it is the duty of the states to support the nation, 
but not the duty of the nation to support the states. 

The states should let local governments stand on their own 
feet and carry their own responsibilities; and local governments, 
notably the cities, have, in ground rents, a tremendous fund 
available for public revenue which they do not now collect. 
It would be more than ample for all reasonable municipal needs, 
and our cities could easily support themselves on the revenue 
which city investments create. Just as far as possible, all taxes 
should be levied locally, giving the people direct control, check¬ 
ing extravagance and waste, and cutting down corruption. It 
keeps local government strong and it allocates expenses where 
they belong—to the people who directly benefit. 

National taxation to provide funds to be used for local pur¬ 
poses is open to the same objection as the fallacy of The greatest 
good of the greatest number,” of which more will be said. When 
the whole nation is taxed to grant subsidies to states or to 
minor local divisions of government, it is possible for a minority 
of the states to be victimized by the majorty, just as a minority 
of the people are often victimized by the majority. If local ques¬ 
tions are acted on by broader governmental units, voice in the 
matter under consideration is not confined to those who have 
a positive interest in it. 

There is another reason why financial burdens should be borne 
locally just as far as possible. Today, the federal government 
borders on insolvency. It has repudiated its obligations, devalued 
its money, and is plunged deep in almost hopeless debt. The 
states are stronger and better qualified to carry burdens, as are 
the local divisions of government. Even if this were not true, 
it is wiser to jeopardize states or cities than to wreck the nation 
by upsetting federal credit or demoralizing our currency. We 
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should throw back on the states obligations and expenses, as 
well as control, of many operations with which the federal 
government is now concerning itself. Education should be a 
matter of local pride and of local control, paid for locally and 
managed locally. Similarly with relief and local improvements. 
Keep the federal government strong for defense: keep its credit 
good and its money sound and avoid inflation. 

Even at best, some direct federal taxation may be necessary. 
What should be our tax policy? Taxes should be levied only 
for national and for constitutional needs. Even for these pur¬ 
poses it would be better, as far as possible in order that taxa¬ 
tion shall be handled locally, for the states to levy the taxes 
and then pay a proportion into the federal government. The great 
primary objective of the national government is the defense of 
life, liberty, and property, but defense should be broadly in¬ 
terpreted. It may, and often should, include not only defense 
from enemies at home and abroad but from many dangers, 
such as disease, human, animal or plant, and from shipwreck. 

The Constitution specifies the requirements of taxes levied by 
the federal government. Read these over, or better yet, study 
the whole Constitution, with which every American citizen should 
be familiar. Note particularly the clauses on taxation, and the 
amendment which authorizes the imposition of an income tax, 
quite at variance to what had been thereto our tax policy. 

What are the fundamental principles upon which a tax pro¬ 
gram should be framed? In normal times, but not necessarily 
in war times when even the sacrifice of life may be demanded, 
all taxes should embody these principles: 

1. They should be impartial and uniform and, under identical 
conditions, equal in amount, inescapable and relentless. It is 
sometimes said that the wealthy should pay more than the 
poor, for they have more property to defend; and there is 
something in that argument. It may justify taxing a man with 
property worth a million dollars a thousand times as much 
as one possessed of only a thousand dollars, but it cannot justify 
a tax-rate higher per thousand based on the wealth of the in¬ 
sured, any more than we would tolerate graded tax insurance 
premiums, increased not in proportion to the value of the property 
insured but at a higher rate. 

2. They should not, under the guise of taxation, be subter¬ 
fuges for the subsidy of one group at the expense of another, 
as for instance, the tariff, paid by the consumer in higher prices 
to benefit favored producers. 
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3. As a corollary they should never be framed, as is. the in¬ 
come tax, on the principle of "equalizing wealth,” dividing it 
up, or any other communistic policy. 

4. They should, as far as possible, be levied directly on. the 
taxpayer and not of such a nature that he is simply a deputized 
taxgatherer, collecting from others the tax which he pays.^ Hartley 
Withers, eminent English authority, says with truth. Unfair¬ 
ness is necessarily attached to any form of indirect taxation. 

5. They should not check legitimate business, nor discourage 
industry, thrift, progress, or accumulation of capital. In the case 
of businesses which call for regulation, and are therefore subject 
to license, fees should cover, amply and with safe margin, the 
cost of supervision, but should not be made an excuse for gather¬ 
ing revenue. 

6. They should be easy and economical in assessment and 
collection, and of such nature that they may be equitably assessed 
and readily collected, with a minimum of annoyance and expense 
both to individual and to state. 

To this we might add one other principle, a very broad one: 
Just as far as possible taxation, and spending of resulting funds, 
should be in the hands of states or of the local divisions thereof, 
for reasons already given and because the preservation of liberty 
and free self-government depend upon maintaining the in¬ 
dependence of the states. Therefore, if expenses are to be heavy, 
if taxati on is to be onerous, and if public debt is to be increased, 
it is far better that these disasters should come upon state and 
local governments rather than upon the nation. There is. less 
danger of local governments losing their heads than there is of 
the national government yielding to folly, because local affairs 
and expenditures come closer to us and are generally under closer 
scrutiny. 

Taxes should preferably be levied for the general support of 
government and not for particular objectives. Our governments 
all presuppose a legislative body, entrusted with the raising, man¬ 
agement, and spending of public funds; and it is wiser to leave 
the allocation and appropriation of money to such a body and 
hold them accountable, rather than to assign certain tax receipts 
to specific purposes for which they may prove either insufficient or 
excessive. Conditions, needs, and tax yields often change greatly 
through the years and appropriations for each activity should be 
adjusted to circumstances and not left to chance. 

Many a school and college is seriously crippled by "designated” 
gifts and bequests, restricted sometimes to a very narrow use, 
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and the difficulties thus caused are similar to those encountered 
when collections from a particular source are definitely allotted 
for a specific objective. We have in mind a generous bequest to 
a small college to provide the fine arts department with literature 
and prints, with the result that the library and museum in this 
field are ridiculously over-expanded while the wretchedly paid 
fine arts faculty is being rapidly starved out of existence. 

There is a growing tendency to assign the yield from certain 
taxes to specific purposes, notably to "relief,” child welfare, and 
other humanitarian purposes. The difficulties of providing funds, 
for objectives of strong emotional appeal, are sometimes answered 
by imposition of a new tax. Thus the over-zealous advocates of 
new and greater operations achieve their ends by adding to the 
burdens of the poor taxpayer without arousing the opposition 
which would result from diverting grants of other departments 
of government. 

There are countless examples of such practices. A tax on pay¬ 
rolls, paid both by employers and employees, provides "security” 
for the improvident and for those who don’t like to work. This 
is often spoken of as insurance, but it is not framed on any 
actuarial basis. As a result, the cost of caring for derelicts and 
the unfortunate is imposed on those who create industry and 
give employment, while those who employ no one or who refuse 
to work escape. There is a drift toward setting aside the yield 
from certain taxes to various children’s agencies and to education, 
which accounts for the frequent excesses of many of these pro¬ 
grams; having the money, they naturally spend it. In some states 
there is an urge to set aside the proceeds of sales- taxes and 
certain oil taxes in a similar way, and in New York City an 
annual tax on every telephone in the city is proposed, to fur¬ 
nish funds for totally unnecessary "public” housing, and we shall 
see later why we say that it is unnecessary. 

However, this argument is not of universal application. There 
are a few taxes, sometimes more accurately described as licenses, 
which it is just to devote to particular purposes, for they will 
benefit directly those who pay for them. The motorists pay the 
taxes on cars, accessories, fuel consumed and for driving licenses, 
and it is just to use these funds, first, for the expenses of operat¬ 
ing the bureaus required for control, second, for highway con¬ 
struction, maintenance and policing, and third to provide park¬ 
ing spaces in our cities. Similarly a rural diog tax may well be 
devoted to paying damages caused by dogs and sheep destroyed. 
Such taxes are totally different from taxing employees to pay 
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benefits to the unemployed and the unfortunate or taxing tele¬ 
phones to provide housing for favored groups. 

QUESTIONS 

Is the principle of Marx, "From each according to his ability," very 
different from the accepted American principle, "Taxation according to 
ability to pay?" 

Broadening the tax base is advocated. Is it a sound ethical principle 
to tax something just because we have not taxed it before? 

Is there a potential income produced by government and by society? 
If so, should this be collected and used before we seize personal 
property? 

Should taxes be levied by the federal government only for purposes 
which the Constitution sanctions? 

Can you find justification in the Constitution for federal taxes, not 
for the support of government but to give away? 

Are there advantages in keeping state and local governments strong? 

Do you favor centralizing all authority in a totalitarian government? 

Is it just to tax one state to provide funds to be given to another 
state? Does such a policy savor of a communistic dividing-up? 

Does the "general welfare" clause mean the welfare of all the 
people or of selected, favored groups? 

Is government built on justice and the protection of all or is it 
organized to equalize wealth and to engage in charitable giving? 

Are duties such as charity and sympathy duties of personal life and 
of religion and matters of personal conscience or should they be con¬ 
trolled and directed by government, and should the funds be raised by 
taxation ? 



CHAPTER XVII 


The Income Tax 

"legalized confiscation" in the words of a former 

COMMISSIONER OF INTERNAL REVENUE. 


As Commissioner of Internal Revenue 1 often thought how far 
we had gone toward consuming ourselves ”through excessive and 
unjust taxation” 

We have failed to realize, it ^ seems to me, that through our tax 
system we have been playing right into the hands of the Marxists, 
who gleefully hail the income tax as the one sure instrument that 
will bring capitalism to its knees. 

—T. Coleman Andrews 
Former Commissioner of Internal Revenue 

. . . the whole spirit of the Union and of its Constitution has 
been liquidated. Income taxation has made of the United States as 
completely centralized a nation as any that went before it; the very 
kind of establishment the Founding Fathers abhorred was set up by 
this simple change in the tax laws. This is no longer the f( home 
of the free” and what bravery remains is traceable to a tradition that 
is fast losing ground . . . the Sixteenth Amendment must be re¬ 
pealed, nothing less will do. 

—Governor J. Bracken Lee 
Governor of Utah, in Foreword to 
Income Tax, the Root of all Evil 
by Chodoroff 

W E NOW come to a most controversial question—the in¬ 
come tax. At every session of Congress it is debated, 
generally with a good deal of rancor. Year after year it is changed 
and amended, but seldom in a way satisfactory to anybody, for 
it has always been and probably always will be a bone of con¬ 
tention. 

Now even the former Commissioner of Internal Revenue, T. 
Coleman Andrews, who was for years in charge of the ad¬ 
ministration of this tax and who certainly knows the subject 
from every angle, publishes an article entitled "Let’s Abolish 
the Income Tax,” expressing, from intimate and inside knowl¬ 
edge, his condemnation of what he well describes as "legalized 
confiscation.” He shows up convincingly the many evils of this 
tax, unjust and inequitable. It is a mess of contradictions and 
confusion, hopelessly irreconcilable, totally unintelligible, and 
unenforceable, costly in collection, and a tool of corruption. 

Our ideas may appear a bit extreme, but if you think so, we 
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suggest that you read the article by Mr. Andrews. He well shows 
how the tax is made up of iniquities and conflicting regulations 
and how it inevitably breeds dishonesty, litigation, and trickery. 
One of its worst features is that it opens to the government 
"a boundless field of power” with practically no limit on its 
exactions. Any discussion of this subject must bring dissent and 
disagreement, and we can hardly expect the reader to accept 
our position a hundred percent. However, we can do no more 
than to state the case as we see it, and we ask the reader to 
judge the case without prejudice. 

The income tax is the most objectionable and dangerous of 
our taxes. Not only does it violate every sound principle of tax¬ 
ation, but it is utterly contrary to the spirit of our Constitution. 
It is true that an amendment permits it, but this amendment 
is opposed to the established principles of the Constitution and, 
in framing the law, we went far beyond what is authorized by 
this amendment. For it we can find no excuse, except perhaps 
in war time, when “necessity knows no law” and even the sacri¬ 
fice of life may be demanded. 

This tax marks our first definite acceptance of the communist 
principle of Marx: it is a denial of the right of the worker to 
the contents of his pay envelope, permitting seizure of the earn¬ 
ings of labor. Furthermore, the tax is a graded tax, the rate 
progressing with increasing income, making the wealthy man 
pay more—a great deal more —per thousand dollars of income 
than does his more humbly circumstanced neighbor. There are 
many who defend this principle, but it is utterly at variance 
with the requirement of the Constitution that “all taxes shall 
be uniform throughout the United States.” Certainly there is 
no uniformity in taxing one man twenty dollars and another 
man ninety-one dollars on a hundred dollars of income, but 
that is exactly what we do today. In the opinion of many Con¬ 
stitutional scholars, neither the Constitution nor the amendment 
justifies such procedure. 

Is “unconstitutional” too strong a word? Can we say that 
a law or a course of action is unconstitutional when the Supreme 
Court rules that it is not? One reader accepts such opinions as 
binding, but we recall the old saying attributed to Lincoln, that 
“Calling a dog's tail a leg does not make it a leg,” nor give a 
dog five legs. We do not think a statement by anyone will make 
a law constitutional if it is in conflict with the Constitution. 

This is a matter of definition and opinion, and a reader of 
our manuscript says that any law is constitutional if a court says 
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it is. If the reader holds this opinion, when we discuss these 
questions, let him interpolate "Says who?" and reject our opinion 
on these points. 

Regardless of what others says, we believe that there is such 
a thing as common sense, and we see no reason for accepting as 
infallible a decision of the Supreme Court. We do not believe 
that the "general welfare" clause justifies privilege legislation, 
benefiting a few at the expense of others, on the argument that 
what benefits some will indirectly benefit all. We do not believe 
that interstate commerce includes travel within a state, because 
the traveler may decide to continue his trip beyond the state 
lines, or that the sale of letter-paper within the state becomes 
interstate commerce if a purchaser uses it in writing letters to 
go out of the state. We reject too the statement by the Collectors 
of Internal Revenue that they can search and seize without a 
warrant, regardless of Article IV of the Bill of Rights, designed 
expressly to protect us from such invasions of our liberty by 
government. 

Consider the letter which President Roosevelt wrote to a 
congressman, expressing the hope that "your committee will not 
permit doubt as to the constitutionality, however reasonable, to 
block the suggested legislation." Consider too what Truman 
said regarding the duties of the President: "Our whole people 
look to him (the President) for leadership, not confined within 
the limits of a written document." The written document to 
which he referred was the Constitution of the United States, 
which he was sworn to support . We hope before rejecting our 
statement of the unconstitutionality of the income tax law the 
reader will give thought to these angles of the case. 

Few realize how heavily the income tax bears on us, because 
of the multiplicity of ways it is imposed. As levied on corporate 
earnings, it is discussed in connection with the policy of taxing 
corporations, and it suffices to say here that, even in its simplest 
application, it is double taxation of the same earnings, first when 
earned in business, and again when they go into the pockets of 
the rightful owners of the business. 

The oppressiveness of the tax is brought out by the president 
of Daystrom, Incorporated. Of $1,000 of what is laxly called 
gross profits, which of course belong to the stockholders, the cor¬ 
poration pays $520 in corporation income tax, leaving $480. 
Then the excess profits tax takes $144, and this is a federal 
income tax levied on the indefensible idea of confiscating earn¬ 
ings of successful companies. This leaves only $336—about one- 



156 


Common-Sense Economics 


third of the original sum—but this is not the end. When this 
small residue of his property is turned over to the stockholder, 
it is taxed again at from twenty percent to ninety-one percent, 
leaving him sometimes only thirty-three dollars and sixty cents 
of the original thousand dollars. This is only a trifle over three 
and one-half percent of the original sum, and Uncle Sam gobbles 
up ninety-six and four-tenths percent. On top of this, often a 
State Income Tax takes another slice. 

The income tax, when first imposed, started at one percent 
plus surtaxes, meaning an additional levy increasing as the in¬ 
come increases. Originally the surtax was at seven percent: today 
it reaches ninety-one percent and, whereas it was first imposed 
only on incomes of over a half a million dollars, today the 
maximum rate applies to all incomes over $200,000. The increase 
in personal income taxes is illustrated by figures (given to the 
nearest dollar) for the tax on a $5,000 income of a married 
couple with no dependents: in 1930, $39: twelve years later 
it had climbed to $1052, or twenty-seven times as much. This 
shows the tendency of such a tax. Generally each jump hits 
only a relatively small minority, which can be ignored, for they 
control only a few votes. Then the tax can be edged up higher 
and higher, little by little. When imposed on a corporation, 
stockholders seldom realize that it actually comes out of their 
pockets. 

If the government can seize ninety-six percent of our income 
with no real protest, there is no reason why it cannot gradually 
edge it up to 100%—the ideal of the communist state—making 
provision for the ruined stockholders by doles, pensions, and 
"handouts,” always providing they are good subjects of their 
masters. We often think that the government does very well 
for us, by giving us "social security,” and imagine we are getting 
something for nothing. Actually it is our own money which is 
doled out "unto each according to his needs,” or according to 
the political support, which can be bought, and of course much 
of what we pay dribbles away in waste, graft, and in supporting 
a vast bureaucracy, engaged in operations forbidden by the Con¬ 
stitution. 

This brings us to a consideration of the purposes for which 
the income tax is often designed. A graded tax at progressive 
rates, tending toward redistribution and equalization of wealth, 
is openly hailed by communists as a step toward acceptance of 
their program. Marx urged "a heavy progressive income tax,” 
and President Roosevelt declared himself in favor of this policy 



The Income Tax 


157 


in a radio address of September 7, 1942, when he said, “I have 
told the Congress more than once that all net individual in¬ 
comes should be limited effectively by further taxation, to a 
maximum net income of $25,000 a year,” although he was 
himself receiving a salary of $75,000 plus a most liberal expense 
allowance. We do not, however, find any clause in the Consti¬ 
tution authorizing any tax for the purpose of setting a limit on 
progress, prosperity, earnings, or wealth, and remember that what 
is not authorized is specifically forbidden. 

The framers of our government, purposely and with delibera¬ 
tion, restricted the taxing powers of the new government. Hamil¬ 
ton never dreamed that future generations would break down 
the barrier so painstakingly erected to safeguard our people. 
He said: “The abuse of the powers of taxation seems to have 
been provided against with guarded circumspection,” having in 
mind, no doubt, the clause that "all direct taxes shall be appor¬ 
tioned among the several states according to their respective 
numbers,” and, as if for further emphasis, “no capitation or 
other direct tax shall be laid, unlessi in proportion to the census 
or enumeration.” 

What we say may sound like an overdrawn and alarmist 
picture, but the communistic process is already well under way. 
Truly, by the income tax we "have entered a boundless field 
of power no longer susceptible of any definition,” to use Jeffer¬ 
son’s words, and have cast to the winds our old safeguards. It 
is this, in great measure, which has opened the way to limitless 
expansion of activities of the federal government, its usurpation 
of powers reserved by the Constitution to the States and to the 
people, and the consequent undermining of local government and 
personal liberty. Apparently, there are now, aside from the armed 
forces, about two and a half million civilian employees depend¬ 
ent upon the government for their jobs, and nearly ten times 
as many drawing social security in one form or another, taking 
no account of veterans and their dependents on relief. It is evi¬ 
dent that already a large proportion of our people are looking 
to the government rather man to their own labor for support. 

There are other serious menaces to our Constitutional govern¬ 
ment in this tax, as Vivien Kellems points out in Toil, Taxes 
and Trouble. The Constitution supposedly protects us from un¬ 
reasonable search and seizure. Article IV of the Bill of Rights— 
those amendments insisted on by many of the States before they 
would accept the Constitution—reads: "The right of the people 
to be secure in their persons, houses, papers and effects, against 
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unreasonable searches and seizures, shall not be violated, and no 
warrants shall issue but upon probable cause, supported by oath 
or affirmation, and particularly describing the place to be searched, 
and the persons or. things to be seized.” 

The income tax ferrets, however, have no scruples regarding 
the Constitution, which presumably they are sworn to support, 
but invade homes and offices without warrant, to rummage as 
they will, carrying off whatever books and records they please. 
Miss Kellems tells of four of them descending on her. They 
demanded all books and records, interviewed every employee, 
and then departed to the bank and seized $1,685.40 of her money, 
all without warrant and with no court procedure. How does this 
conform to the Constitutional provisions that no person shall be 
"deprived of property without due process of law?” Their atti¬ 
tude to the basic law of the land is shown by their reply when 
the president of the bank requested proof of their authority— 
"We don’t need proof: we are from the Bureau of Internal Rev¬ 
enue.” The writer knows whereof he speaks, for he has had the 
experience of having a bank account seized without a warrant 
and in direct defiance of a ruling from Washington that no tax 
was due. The local office was required to restore the purloined 
funds, but even this was not honestly handled, for it was re¬ 
funded as an "over-payment” of taxes—but no payment whatever 
had been made. Actually it was the return of stolen funds. 

There is yet another point worth mentioning. The law requires 
an employer to withhold twenty percent of wages paid, to be 
turned over to the Revenue Department on account of the in¬ 
come. tax of the employee. This compels the employer to act as 
a tax collector for the government without pay. Under many 
circumstances, this involves bookkeeping, calculating, and record¬ 
keeping, all of which cost money; it compels him to violate his 
contract with his workers, and sometimes leads to confusion in 
the minds of workers. 

The income tax, as our personal experience shows, offers a 
very real danger to our freedom and to constitutional govern¬ 
ment. Unlimited, unrestricted, enforced with no regard to con¬ 
stitutional safeguards, it opens up the way to further in made 
on the rights and liberties of the States and of the people, bring¬ 
ing closer every day that "absolute power,” which, as Lord Acton 
says, "corrupts absolutely.” 

Whether a personal income tax is a deterrent to industry, dis¬ 
couraging a man from working to accumulate property, is an open 
question. The very fact that the government takes a big cut, some- 
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times makes us work harder and earn more, so that, after the 
tax collector gets through, there will still be enough left to sup¬ 
port the family, but it does not always operate that way. A letter 
is received as this is written from a worker who finds that, after 
eking out her small income with overtime work, after paying 
her higher income tax, the added income does not pay for wear 
and tear on health and disposition and for the cost of a "baby 
sitter" necessitated by the job. 

In the case of large incomes it is different, for it seems to be 
the custom in the large corporations for high-priced executives 
to figure the compensation which they receive in terms of "take- 
home pay," much as in the case of the "working man." As these 
men are in the higher income brackets, if their take-home pay 
is to be maintained at the level necessary to retain their services 
and keep them active in business, their salaries must be raised 
to cover the high tax and still leave them ample compensation. 
Actually, therefore, these taxes on salaries, like practically all 
taxes levied against corporations, are actually paid by the corpora¬ 
tions out of the pockets of the stockholders. Taxes on such in¬ 
comes, causing these raises, are inflationary, for they increase the 
costs of operation of business and thereby increase prices with¬ 
out adding anything to the value of the product. It is therefore 
probable that the income tax, as applied to incomes, generally 
has an inflationary effect. 

Twice we have had first-hand reports of elderly men of ample 
means, so pestered by the income tax, that they refused to con¬ 
tinue in their professional tasks, or even to keep money invested 
where it might give stimulus to production. Both men sold all 
their investments, put their money into safe-deposit boxes, and 
retired, living entirely on principal. They have no income and 
no income tax to file: and spend their money as they like. 

All new industry, all the development of new enterprises, all 
taking of chances and developing of new inventions, demand 
what we call risk capital, meaning the investment of money in a 
way which may bring very large returns but which very likely 
will be lost. Only men who can afford to risk a loss are inclined 
to supply money for such enterprises, too hazardous for those de¬ 
pendent upon income for daily bread. We shall see how the in¬ 
come tax dries up the great source of this risk capital when we dis¬ 
cuss taxation, of corporations. What inducement is there to invest 
in a hazardous business when, even if it does succeed and earns 
abundantly, ninety-one percent will be taken by the tax collector? 
It just does not pay, and older men who have acquired a com- 
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petence are generally slow to put time or money into new enter¬ 
prises. 

A most objectionable element of the income tax law is the 
tax on capital gains which, in our opinion, are not income at all. 
Is there not something to be said for regarding only funds which 
are enjoyed, and which are used for ordinary expenses, as tax¬ 
able income? Is it not an anomaly to class capital gains as income? 
What fun, what good does anyone get today from money which 
he invests or reinvests and which brings no immediate satisfac¬ 
tion? Of course, to save and invest is wise, and those who prac¬ 
tice such a thrifty policy gain much in increased income, which 
will be taxed, but why tax the investment now? Why not tax only 
incomes received and enjoyed, if we must have an income tax, 
rather than an increase in the value of capital? 

Should we do this, it would be necessary to have rigid defini¬ 
tion of what is meant by investment, different from that of the 
econo mist It would not be fair to consider as investment the 
automobile which a man buys and perhaps uses part of the time 
in his business, but from which he gets much pleasure. That 
money is practically spent for immediate satisfaction. So it is with 
many improvements around one’s own home, the washing- 
machine, the dish-washer, the garbage disposal unit, the new 
electric range, the sleeping-porch, all of which are in the nature 
of capital investment but which nevertheless yield immediate sat¬ 
isfaction although seldom in the form of taxable income. We 
would not treat such expenditures as investments. An investment, 
to be tax exempt, should be confined to what in the language of 
everyday life and in the market places of the world, we regard 
as investments—bonds, stocks, interest-bearing loans, and nego¬ 
tiable papers which yield cash income, or investments of a true 
and profitable business nature on “one’s own,” such as real estate 
development. 

On the capital gains tax this principle is applicable. We think 
of an investment which has been highly profitable because of in¬ 
crement of the capital but not because of high income, for it yields 
a very small return on present market price; but, if sold, the 
Cf i pi>a1 gains tax takes a big slice, for the principal has increased 
tremendously. One investor is not much interested in building for 
the future: he is along in years and has no dependents, but he 
does desire, and needs, a bigger day-by-day income. He sees a 
chance to sell this stock and to re-invest the money in another 
stock. The change would more than double his income were it 
not for the big cut which the capital gains tax would take, but 
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the investor has decided to let his investment stand as it is. The 
reason: the heavy capital gains tax will take so big a slice that 
the wisdom of the change is doubtful. What then is the result? 
No shift of investments will be made— therefore no capital gains 
tax will be paid, and , as far as this case is concerned, the tax 
becomes a dead letter\ accomplishing nothing except to block the 
change. The investor’s income will not increase and his tax will 
remain unchanged, whereas, were it not for this capital gains tax, 
there would be a material increase in his personal income tax, 
both because of a normal increase and because he would find 
himself in a higher bracket. There would also be stock transfer 
taxes, which now will not be paid, and no broker will benefit by 
a substantial commission. No one is better off: the capital gains 
tax, instead of bringing in public revenue, actually cuts down 
receipts materially below what they would be without that tax. 

Who gains by putting obstacles in the way of a deal of this 
sort? Would it not be wise to provide that capital gains from 
the sale of securities such as this, if re-invested say within thirty 
days, should be exempt from all tax? Then the investor will bene¬ 
fit by an increased income, the government by increased taxable 
income, so long as we have an income tax, stockbrokers by the 
business and national and state governments from stock transfer 
taxes. Everybody will be better off; but as it is, everyone will 
suffer. 

There is another slant to this question too. It is for the gen¬ 
eral interest that sales of securities be encouraged when prices are 
high and purchases be encouraged when prices are low. To sell 
this high-priced stock, now apparently over-valued, and to buy 
with the proceeds an under-valued stock, is in the public interest 
because it tends to stabilize the market. Selling the high-priced 
stock will have some influence in holding down further advance, 
and will perhaps depress the price a little, and buying the low- 
priced stock will tend to raise the price of that stock. Were every¬ 
body to follow such a course, the "swings” on the stock exchange 
would be far less marked, the peaks of the curve not going so 
high and the valleys not dropping so low. Our present policy 
leads the investor to continue to hold the over-priced stock and 
to sell the stock which is low, in order to take his losses. Prices 
on the stock market would be a truer index of values, and these 
policies would do much to stabilize markets and to prevent such 
excessive fluctuations as those which brought disaster in 1929« 
It is quite possible that, if trading of this type had been made a 
little easier by doing away with capital gains tax, the crash of 
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the market during those trying times would have been amelio¬ 
rated. 

To buy low and to sell high is the answer. We are reminded 
of an unco’ Scot who, hearing the wifie crooning, 'Bye-low 
baby” to her bairn, called out: "It’s na eneugh, lassie, teach the 
wee child to sell hie too: to sell hie is as guid as to buy low. 

The income tax is open to other objections. Any taxpayer who 
has had experience realizes how difficult it often is to say what 
constitutes income, and even the government admits it by fre¬ 
quent change of rulings. It seems to be the general policy to 
say that if a man builds his own house, lives in it, and sells it 
at some profit and uses all the proceeds to build another house, 
the profit is not income; but if he builds houses as a business 
and sells them at a profit, the profit is income. There are all sorts 
of borderline cases open to frequent dispute and to honest mis¬ 
understanding, even with the best intentions. 

The requirements that profits on the sale of an old homestead, 
lived in for many years, must pay a capital gains tax, unless all 
proceeds of the sale are reinvested in a new home, often works 
a real hardship. In these days, when ever-mounting inflation 
brings anxiety, especially to the elderly whose earnings, if any, 
don’t keep pace with increasing costs, many find it imperative to 
cut expenses drastically. In these servantless times, stretching the 
f amil y budget by selling, and living more simply in a smaller 
house, is an attractive possibility, but it is often defeated by the 
law. If the new home costs less than the old home sold for, taxes 
will take a large share of the profits, and there may be no economy 
in making such a change in our way of life. 

As a practical matter, there are serious difficulties in the income 
tax law and its administration. Complexities in regulations and 
refusal of officials to make positive rulings on doubtful points, 
with conflicting and arbitrary rulings changed from time to time, 
all add to the difficulty of the taxpayer and increase the cost of 
a top-heavy inefficient, and sometimes corrupt administration. 
One year they hold that loss on investments, which have become 
worthless, cannot be deducted from income until the corporation 
has been declared insolvent: the next year, when these conditions 
are met, they say that the loss should have been taken the year 
before when the stock became worthless, and so, by reversing 
their r ulin gs, they make it impossible to take the loss at all. There 
are endless difficulties, such as defining income, making proper 
allowance for losses, depreciation, and depletion, and a hundred 
questions of what constitutes business expenses and justifies de- 
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duction. The cost of administration and collection, both to tax¬ 
payer and government, is appalling, sometimes exceeding the 
amount of the tax, and checking and auditing is almost as bad. 
As we have seen recently, some tax offices are neither efficient 
nor honest. The innocent citizen is sometimes annoyed, pestered, 
and even blackmailed, as in the case where the "higher-ups” at 
Washington rule that there is no tax liability, and yet a local tax 
office assesses and collects, unwarranted seizure of a bank account. 

It is generally impossible to get a definite, positive ruling, 
which will be adhered to, on any doubtful point. It certainly 
seems that there is no reason why the Revenue Department can¬ 
not make rulings, by which they expect to assess and collect the 
tax and then adhere to them, unless upset by court action. Gen¬ 
eral efficiency and consideration of the taxpayer seem to be at a 
low ebb. It may be said that these are matters of administration 
and not of economics, but by its very nature the income tax, with 
its vast amount of detail, opportunities of collusion and uncer¬ 
tainty of rulings, almost inevitably provokes administrative dif¬ 
ficulty. 

To summarize, we say that the income tax has every fault which 
a tax can have. The tax penalizes industry and thrift; it is an 
attempt to equalize income and as such has been advocated by 
Marx and by President Roosevelt. It is based on the Marxist 
principle of taking according to ability to pay and using the 
proceeds to distribute benefits "according to needs,” interpreted 
in the light of political expediency. It is inflationary, uncertain, 
uneven, and inequitable, applied in different ways by different 
districts and at different times. Its conditions, with which the 
taxpayer must comply, are difficult, uncertain, tricky, and con¬ 
stantly subject to change. It is inquisitorial and troublesome both 
to the taxpayer and to the government, and experience shows 
that it is open to collusion, and fraud. 

A common attitude on taxation is indicated by a letter appear¬ 
ing in one of our prominent newspapers, typical of much danger¬ 
ous thinking. The writer is a clear and vigorous exponent of the 
ideas of Karl Marx, although it is doubtful if he realizes it. He 
says: "The income tax, based on ability to pay, is just and sound” 
—agreeing with Marx one hundred percent, for it is exactly upon 
this theory that Marx urged a graduated income tax. We wonder 
if the writer would accept the theory of paying debts to the 
government "according to ability,” or in settling other debts and 
making purchases. Does he expect his gas or phone bills to be 
computed according to his income? If in business, does he charge 
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his customers that way? Is not the only just way, to pay fair price 
regardless of whether we wear a mink coat or overalls? 

He speaks of the income tax as designed to prohibit accumula¬ 
tion of great personal fortunes, and to cut down drastically such 
as were then in existence. This too is in perfect accord with Marx, 
echoed by Franklin Roosevelt, who said: "Taxation is the only 
way of preventing the incomes and profits of individuals and 
corporations getting too high.” 

Note that neither Marx nor Roosevelt, nor the writer of this 
letter, gives a thought to the justice of the case or the merits of 
the individual. Doubtless, if Marx had given us the Parable of 
the Talents, they would have taken the money from the man 
who used his wisely and given it to the man who failed to use 
even his one talent. 

The letter-writer also says: "These taxes are intended not only 
to provide revenue for the government but to effect a re-distri¬ 
bution of wealth.” Again Karl Marx! This is a frank admission 
that the tax is levied to accomplish a purpose for which there is 
no justification in our Constitution. It would seem to a layman 
that even the amendment scarcely justifies a tax for this purpose, 
for it is a radical departure from the principles of our govern¬ 
ment. It can be, defended on the grounds of the general welfare 
clause only if we go so far in the interpreting of general welfare as 
to mean that it justifies seeking the “greatest good of the greatest 
number,” and involves the destruction of all minority rights. 
We doubt very much if any right-minded person would attempt to 
defend legislation on the argument that (1) the majority of our 
people have fewer worldly goods than the minority; (2) seeking 
the greatest food of the greatest number is the objective of the 
government; (3) it therefore follows that the government should 
despoil all who have more than the average wealth and distribute 
among those who have less than average. 

Of course to some minds such an argument is defensible, but 
the average American would repudiate it, and we are sure that 
there was never any intention, on the part of those who framed 
the Constitution, of stretching the meaning of “general welfare” 
to this degree. 

The letter-writer also urges the retention of the income tax 
“because it reduces not throttles—incentive, providing opportuni¬ 
ties for others.” This sentence is a model of misstatement and 
loose thinking. Does he realize that the multiple taxation of the 
earnings of stockholders often exceeds ninety percent, sometimes 
touches a hundred percent, and may even exceed a hundred per- 
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cent, if we take into account the taxes on corporate profits and 
state and local income taxes as well as federal? Such a policy 
cannot possibly provide "opportunities for others," as does the 
establishment of new industries, yielding profits to investors, 
paying good salaries, giving jobs to workers, and raising the 
standard of living to all. 

QUESTIONS 

Does a progressive tax, taxing a thousand dollars of income at 
different rates, accord with the Constitutional requirement that all taxes 
shall be uniform? 

Do you believe that taxation in violation of the Constitution is 
justified? 

Do you think a tax which takes ninety-six percent of income is 
oppressive? 

Should taxation restrict incomes to a maximum of twenty-five thou¬ 
sand dollars a year or any other arbitrary figure? 

Is it a legitimate function of the government, or of taxation, to keep 
our people from becoming wealthy and prosperous? 

Is it better policy to tax capital gains or to exempt capital, taxing not 
the capital gains but only the incomes which they produce? 

Is it a valid objection to the income tax that, after more than forty 
years’ experience, it is generally agreed to be incapable of honest, im¬ 
partial, uniform interpretation and enforcement? 

Does the income tax lend itself readily to confusion, misunder¬ 
standing, collusion and corruption? 

Is there any clause in the Constitution to justify the federal govern¬ 
ment in building houses, at the expense of all our people, to house 
families of selected groups in selected sections? 



CHAPTER XVIII 


Some Specific Taxes 

PERSONAL PROPERTY TAXES, SALES TAXES, LICENSES AND IN¬ 
HERITANCE TAXES ARE CONSIDERED. 


When more of the peoples sustenance is exacted, through the 
power of taxation, than is necessary to meet the fust obligations of 
government and expenses of its economical administration, such 
exaction becomes ruthless extortion and a violation of the funda¬ 
mental principles of a free government. 

—Grover Cleveland— Second Inaugural, 1880 

The marvel of all history is the patience with which men and 
women submit to burdens unnecessarily laid upon them by their 
government. 

—Senator William E. Borah 

T HE personal property tax, levied in many states on practically 
everything owned, is most objectionable. Aside from the tax 
on real estate, which is of a peculiar nature and merits special 
consideration, "personal property” is of two totally different 
kinds: "tangible property,” meaning material possessions in broad 
and general terms, and "intangible property,” meaning stocks, 
bonds and similar documents. 

As we have seen when discussing wealth, such intangible 
property is not wealth and is nothing real. Stock certificates are 
simply evidence of a share in ownership of something already 
taxed, and to tax these certificates is double taxation, like taxing 
both a house and the ownership of a house. Bonds, promissory 
notes, mortgages, and the like are evidences of a claim on future 
earnings or income, but in themselves they are nothing. Organize 
a manufacturing business or erect a factory and you are taxed 
on it, but incorporate the business and you are taxed twice; once 
on the factory and again on its stock. Buy a farm with your own 
money and you are taxed once; but if a poor man buys on mort¬ 
gage, both farm and mortgage are taxed. If you finance your 
factory by selling bonds, both factory and bonds will be taxed. 
Such taxation is actually quadruple taxation. The factory is taxed, 
your stock in it is taxed, its earnings are taxed once as corporation 
earnings and again as dividends when received by the owner. 
Can we wonder that many a corporation finds it almost impossible 
to keep both owners and workers happy and satisfied? 
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The tax on tangibles is levied in a hit-or-miss, happy-go-lucky 
way, a '’compromise between guesswork and perjury”; often 
arrived at by the former process and defeated by the latter. Years 
ago the writer knew two old gentlemen—if you would call them 
that—brothers, old bachelors, well blessed with worldly goods 
acquired by methods a bit dubious. The first of January the 
coachman would drive them—this was in the "horse and buggy 
days”—to their lawyer's office, where the elder would execute 
a deed of gift transferring everything he owned to his brother, 
then to the assessor’s office, where the old boy would file a sworn 
statement that he owned no property and get his name erased 
from the tax books. Back they would go to the lawyer again 
and to the assessor’s where the younger brother would go through 
similar nonsense, getting his name off the tax rolls, and home 
they would go well satisfied with their morning’s work. Just how 
they got away with so transparent a fraud was not; clear, but 
perhaps their ownership of a string of unsavory political hang¬ 
outs may have had something to do with it. 

In many states taxpayers are required to file sworn inventories 
of all personal property, each item properly valued; and do they 
include, or try to include, all property! One such blank, typical 
of many lists thirty classifications of property of every sort and 
kind—money, bank balances, stocks, bonds, jewelry, silver, cloth¬ 
ing, house furnishings, books, automobiles, animals of every 
kind including dogs and goats, and finally, to make sure that 
nothing is overlooked, "all other articles not previously enumer¬ 
ated”! We knew of one case where a wealthy woman owning 
four very high-priced cars put a valuation of five hundred dollars 
on the lot! The whole business is guesswork and swindle. 

Just try making up such a list even in good faith; put a value 
on your old shoes and the old arm-chair that wouldn’t bring a 
dollar and a quarter at auction but which suits you better than 
would a new one for a hundred dollars. What value will you 
put on faithful old Rover: he is probably like the old woman’s 
ten children—she wouldn’t sell one for a million dollars but 
wouldn’t give a plugged nickel for another. How about that 
old portrait of Aunt Mehitabel? You couldn’t get a dime for 
it; but if you don’t cherish it and treat it respectfully, and give it a 
prominent place and value it highly, she will strike you out of 
her will! 

Another class of taxes—"death duties”—is worthy of study. 
There are two kinds of levies on the estates of the dead; the 
inheritance tax levied on each bequest, the rate generally varying 
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according to the degree of relationship of the heir to the deceased 
and increasing as kinship becomes more remote; and the estate 
tax based on the value of the entire estate, which is a progressive 
tax. The writer believes that some such tax is justified, if prop¬ 
erly imposed and if not progressive; but a friend says that “the 
way we tax the living is bad enough but it is still worse when, 
like ghouls, we rob the dead!” The writer does not see it in this 
light, for there is something to be said for the idea, common 
among primitive people, that the dead can own no property and 
that it reverts to the tribe. It is an open question and a good 
argument can be put up for either side. 

It should certainly be the right of the living to give his prop¬ 
erty as he pleases, and it may be a man’s right to say to whom 
his estate is to go when he must leave material things behind; 
but sometimes we wonder if those who are beyond the enjoy¬ 
ment of these things have any rights whatever in the world that 
they have left. Perhaps title fails with the ability to avail one’s 
self of it, and it is always true that there are no pockets in a 
shroud. If, as Jefferson says, “The earth belongs in usufruct to 
the living,” then death cancels claims to the things of this life; 
and, when we relinquish hold on what we have called ours, we 
should recognize that the dead have no right to bind the living, 
still less to bind the unborn. Sometimes "the evil that men do 
lives after them,” as when dead hands bind for generations the 
use of property which they have amassed, however good may 
have been their intentions. Even if we grant that a decedent has 
a right to direct the disposition of his estate, is not the right of 
the heir to claim it a right to accept a gift rather than a right to 
claim what is absolutely his? The right to give does not always 
imply the right to take. 

This question of inheritance is a knotty one on which men 
often differ. Bruce in Property and Society says, “Must the right 
to inheritance be unlimited? It is in no sense a natural right, and 
the power of the state either to limit it or to deny it altogether 
cannot be denied even under safeguards to property rights which 
are afforded by the provisions of our American state and federal 
Constitutions.” Recognizing that the state has a certain interest, 
the question arises whether it might not exercise a measure of 
control. 

It is not easy to see just where justice lies and hard and fast 
principles shade off into a penumbra of doubt. The writer would 
incline to the opinion that a decedent has no absolute right in 
property after death and this is generally recognized by our laws 
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restricting bequests, but there are difficulties aplenty. For one 
thing, it is not always easy to say what was his alone and what was 
his jointly with others. Any man happily married knows how 
impossible it is to say, "This is mine, and this is my wife’s.” 
Even if title is clear, some things one might legally claim belong 
quite as much to others, who, by industry and thrift, have done 
much to accumulate what is common property. Children, too, have 
a moral title often quite as good as that of the parents in heir¬ 
looms, portraits, the old homestead, and the burial plot. 

It is wise, for the general good, to allow some latitude for the 
disposition of an estate as an incentive to industry, thrift and 
conservation, and often a testator is the best judge of conditions 
and needs. Children and heirs should be allowed to inherit what is 
necessary for their education and preservation of standards, and 
they may have a just moral claim on a good many other things 
besides. On the other hand, there is the argument that heirs, are 
entitled to no consideration or advantage beyond what is given 
to all the sons of men and that they have no right to demand 
special privilege, opportunity, education or capital which they 
have not earned. There is, too, the argument that inheritance of 
excessive wealth brings disaster more often than benefit to its 
recipients. 

If we must have a graded tax applied to inheritances, it would 
seem that it should be graded, not on the size of the estate which 
the decedent leaves but upon the total amount which any person 
may inherit from all estates and testators, to prevent the ac¬ 
cumulation of large unearned fortunes from several sources. 
This idea was advanced by John Stuart Mill: we do not think 
it has ever been accepted in the United States, but it seems sound 
and just. Surely, if we must have a graded tax, the man who in¬ 
herits over a million dollars from a dozen estates, as happened 
in the case which recently came to the writer’s attention, should 
be taxed at a higher rate than the man who inherits a few thou¬ 
sand dollars from a single wealthy benefactor. Such a change 
would have the advantage that it would eliminate multiple tax¬ 
ation. Today, a tax is often levied in states where the property 
is located, as well as in the state of residence of the decedent; 
for the tax could fall directly on the heir and be paid by him in 
his home state preventing controversy between states. 

Although we reject the idea of a progressive tax, there is some¬ 
thing to be said for a varied rate in the case of inheritance, because 
those closely related to the deceased may have a certain moral 
r ^t'm on the estate which others do not share. For example, a 
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young man who goes into business with his father assumes re¬ 
sponsibility and carries a good deal of the load, has a certain 
claim on that business as against anyone else. We therefore see 
justification for low taxes, and even complete exemption to a 
certain point, in bequests to husband, wife, to children, to grand¬ 
children, parents, brothers and sisters. Bequests to others of more 
remote kinship, or entirely unrelated, might be taxed at a higher 
rate on the theory that they have no moral claim. 

We suggest it would be well to eliminate entirely all claims 
of "next-of-kin” beyond these relationships, unless specifically 
mentioned as heirs in the will. We cannot see that there is any 
reason whatever why remote kinship should give a claim on prop - 
erty. We all of us have relatives, cousins of the third and fourth 
degree perhaps—whom we have never seen, of whose existence 
we are not even aware, and who mean absolutely nothing to us. 
It is ridiculous that such relationships should constitute any claim 
on the estate. What of the estate of two very wealthy, very par¬ 
simonious and very peculiar brothers who left no near relatives? 
After litigation, advertising and expensive court proceedings, the 
estate, or what was left of it after heavy legal expenses, was 
finally awarded to twenty-four remote relatives as "next-of-kin.” 
To the writer’s mind, this kind of thing seems utterly unreason¬ 
able. Not long ago, looking over a genealogy with three friends, 
we discovered that, entirely unknown to us, we were all related 
to one another, mostly third and fourth cousins. Would it not be 
ridiculous for anyone to put in any claim to an estate based on 
such a relationship of which neither party was cognizant? Under 
such circumstances, the property of those dying intestate might 
better revert to the state than be distributed among unknown 
and unnamed remote relatives. 

Before leaving this subject of taxation of the estates or be¬ 
quests of the dead, we should make one other point: we find 
no justification in the Constitution for such taxation by the fed¬ 
eral governments, and believe it would be far wiser to leave all 
such taxation to the states. Taxes or bequests or on the estates 
of the dead are direct taxes and the Constitution specifies that no 
direct tax, other than the income tax, shall be laid unless in pro¬ 
portion to the census. In other words, any direct tax must be 
levied in such a way that it falls with equal force on all our 
people and is distributed among the states in proportion to pop¬ 
ulation; whereas any tax on inheritance or on bequests is based 
not at all on population but on wealth. It was this clause in the 
Constitution which made the sixteenth amendment authorizing 
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an income tax necessary, and this amendment does not cover any 
inheritance tax. 

Today throughout a good part of the country we have sales 
taxes, levied on commerical transactions; and we have what are 
called excise taxes, which are practically sales taxes on certain 
classes of goods. What shall we say of such taxes? The right to 
own property implies a right to give, sell or trade it: generally 
no human being has any moral right to interfere with such trans¬ 
actions, and, as a matter of policy, it is desirable to encourage 
trade. Incidentally, sales taxes are annoying, expensive of collec¬ 
tion, and a nuisance; and they are directly inflationary, for price 
is increased by the amount of the tax without any compensating 
increase in value. 

There has been much discussion about the liquor tax. Actually 
the price of a bottle of distilled liquor at retail is mostly to cover 
tax, which far exceeds the value of the contents. Henry George, 
the distinguished American economist, maintained that there was 
no justification for a tax on liquor. If the business is desirable 
and to be encouraged, it should, like other commerce, be free 
from taxation; but, if objectionable, immoral or against social 
interest, it should not be permitted for the sake of a "cut” which 
the government takes. 

George’s argument was valid and logical, but the difficulty is 
that we cannot agree on our premise. One says the business is 
unobjectionable and should be encouraged and the other says it 
is evil and should be prohibited; and, if we cannot agree on the 
premises from which the argument starts, it is impossible to de¬ 
velop any logical reasoning. We would agree with George, if 
there were unanimity as to whether the use of alcohol is to be 
encouraged or discouraged; but, as long as there is no agreement, 
it would seem that compromise is the only answer, making the 
liquor traffic meet some of the evils which many say it engenders. 
The question of tobacco is somewhat parallel, for many would 
discourage its use. But these are questions of personal opinion 
upon which we do not wish to dogmatize. Think them over and 
form your own opinion. 

As for most of the excise taxes levied by the federal govern¬ 
ment—such as the tax on cameras, sporting goods, jewelry, 
watches, clocks, traveling-bags, toilet goods and preparations, and 
countless other things—it is hard to see any justification. Traffic 
in such goods as these is entirely legitimate; there is no reason 
whatever for penalizing it, and it is dangerous for the govern¬ 
ment to discriminate in its treatment of different industries, using 
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its powers to stimulate spending in some lines and to discourage 
it in others. 

As a practical matter nearly all sales taxes, whether excises on 
particular commodities or a general tax on all sales, are, in the 
writer’s opinion, objectionable and injurious. Such taxes, raising 
prices artificially, are always inflationary, and they are often 
easily evaded. There can be little question that they often drive 
business away from a city, as we saw when many automobile deal¬ 
ers of New York City moved beyond the city lines. Can we 
wonder that a person will not purchase an expensive car in a city, 
where there is a heavy tax on the transaction, if by going a few 
miles out he can buy it tax free? In lesser degree we saw the same 
i-hing with the New York State tax on cigarettes, forcing the 
purchase of cigarettes in New Jersey. Many canny motorists, when 
crossing state lines, are careful to buy their gasoline and oil in 
states where the tax is relatively light; and there is a similar 
traffic in liquor. 

Closely parallel to sales taxes are taxes on occupations, pro¬ 
fessions and industries. In many states, to engage in almost any 
business or to follow any profession necessitates a license, which 
is act uall y a tax, for it is imposed as a source of revenue and not 
for control. Such taxation is utterly unreasonable, for we do not 
want to discourage trades and professional practice or to penalize 
useful service and subsidize idleness. 

This brings us to the question of licenses and taxes, which 
often overlap. To true licenses there can be no objection. Many 
activities and businesses require legislation, supervision, and 
sometimes limitation; and we see no reason why those whose 
activities require such supervision should not pay the costs. There 
seems to be general agreement that the sale of liquor should be 
regulated and controlled. Pawn shops, junk*dealing and dance 
halls require an alert watchfulness. The sale, transportation, and 
storage of high explosives must be supervised, and those con¬ 
ducting such operations may be expected to meet the costs. To 
curb a surplus, and often unwanted, canine population and as 
a check on sheep-killing, dogs are licensed, and it is imperative 
that automobiles be registered, licensed and bear plates for 
identification. Such licenses are just and proper; but when fees 
and receipts exceed reason and are for beyond any attendant 
costs, the license becomes a tax. Then, it is justified only when 
the funds so raised are returned to those who pay, as when auto¬ 
mobile and gasoline taxes are used to build roads, or when the 
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purpose is to restrict and curb operations, as in the case of liquor 
retailing. 

Another tax, the source of endless political controversy, al¬ 
though we have it in only six states, is the poll tax—an annual 
per capita levy sometimes imposed as a condition of voting. 
Unpopular as such a tax is, we see no objection to it, for surely 
citizenship is worth a petty annual fee, and we question if the 
votes of those unable or unwilling to make such a payment are a 
very valuable contribution to our political life. There is constant 
agitation for the abolition of this tax by act of Congress, but we 
question if such action would be constitutional. Voting is a 
privilege and not a right. The decision of who shall vote is left 
to the states by the tenth amendment, and we believe that Con¬ 
gress could acquire the right to pass such legislation only 
through constitutional amendment. 

QUESTIONS 

Is it double taxation to tax a farm and the deed to it? 

Is it double taxation to tax a factory and the stock certificate evi¬ 
dencing ownership in it? 

Is taxation of stock certificates, and proofs of ownership, unjust 
taxation ? 

Is it practicable to tax miscellaneous personal property, clothing, 
furniture, household goods, silver, etc., equitably, justly and easily? 

What is your opinion of the inheritance tax? 

Should such a tax be levied on the estate of the deceased or on 
inheritances of the living? 

If we are to have graded taxation of legacies, should they be graded 
according to the size of the estate from which they are derived, or 
according to all bequests from all sources of each heir? 

Do you think that the remote relatives of one who dies intestate, or 
who are not mentioned in the will, have any just claim on the estate, 
or might it better revert to the state? 

Are license taxes justified when levied to control potential evils or 
hazards, or to pay for definite benefits, as for instance when the taxes 
on automobiles and gasoline are used for roads? 
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Taxing "Utilities” and Other Corporations 

THE FOLLY OF TAXING "PUBLIC SERVICE” AND THE INEQUITY 
OF CORPORATION TAXATION GENERALLY. 

I have warned the country against unwise governmental inter¬ 
ference with business; l have pointed out that the policies of the 
present leadership ... in the last few years have constituted 
dangerous back-seat driving . , . I am opposed to their kind of 
governmental interference with business. It means casual, dangerous 
tampering. 

—Franklin D. Roosevelt 
before he became president 

T HE taxation of corporations presents peculiar and serious 
difficulties. Practically, in many businesses, taxes absorb so 
large a part of earnings that everyone suffers—employees from 
reduced wages, customers in high prices, investors in diminished 
returns on capital, and all society through the hampering of 
industry. While this is generally true of all business, it is perhaps 
most obvious in the case of the "utilities”—those companies which 
provide a universal service recognized as essential to practically 
all the people—transportation, gas, electricity, communications, 
and the like. 

The problem is essentially simple and amounts to this: the con¬ 
sumer cannot and will not pay enough to cover (1) crushing 
taxes, (2) adequate wages to employees, and (3) returns to 
stockholders which will attract and justify investment, or even 
continued operation of many a business. 

In the case of local transit, subways, and in many bus opera¬ 
tions throughout the country, taxes take so much that not enough 
is left to yield a fair return to owners and to pay fair wages. The 
consumer is paying all he can and all he will pay. In the case of 
bus and subway fares, increase often does not bring added rev¬ 
enue because business falls off to more than offset the higher 
charges. Raising prices may wreck communities or kill industries: 
the situation on the Long Island Railroad is a case in point. It is 
doubtful if many of the workers can afford to pay higher com¬ 
mutation fares; and if they cannot, the service must suffer, as it 
has; employees will be underpaid, as they sometimes are; and the 
road will be virtually bankrupt, as it is. 

The problem reduced to lowest terms becomes elementary 
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arithmetic, like that of many a householder working out a family 
budget. Rent takes thirty percent, food twenty percent, 
clothing twenty percent, medical and miscellaneous twenty per¬ 
cent, and taxes twenty-five percent—a total of a hundred and 
fifteen percent of income! As long as two and two make four, 
there is just one way to settle it and that is to cut out something. 
Just so with the corporation. Raw materials go up and cannot be 
controlled; labor costs are higher than ever; taxes have soared 
sky high! It may become impossible to attract investment or to 
stay in business. To cut wages means strikes and a lower standard 
of living, which the workers will not tolerate. The only recourse 
is to cut corporation taxes. 

It would be most desirable to free all public service companies 
from all taxes . There is valid reason for regulating their rates, 
supposedly fixed at a point fair to the public, to workers and 
to stockholders, although the latter are not always considered. 
Assuming that this is the principle underlying rate-control legis¬ 
lation, any material reduction in expenses should be reflected in 
lower rates, and these services are used by everyone directly or 
indirectly. The return to owners would be kept on a reasonable 
basis, and there would be no opportunity for "profiteering.” The 
imposition of any tax increases the cost of these essential services, 
light, heat, power, telephone service, and travel. As a matter of 
fact, the charges, if apparently extortionate, are generally so only 
because of the tax which must be paid. Users suffer, not from 
extortion by the company, but from extortion by the government. 

Frequently there is both misunderstanding and misrepresenta¬ 
tion. In one state there was much agitation for publicly owned 
electric generating plants. The argument was put forward that 
they would not have to pay any taxes, so service would be cheaper! 
This is too transparent to delude any intelligent man: it simply 
means that the government is collecting taxes on charges for the 
services rendered; and, if the companies were freed from taxa¬ 
tion, rates would be much lower and the deficit would have to 
be covered by other taxes. The same reduction in rates could be 
effected by simply untaxing these corporations; and, doing this, 
we should escape the drawbacks of political control, always asso¬ 
ciated with waste and inefficiency and frequently with graft and 
corruption. 

It would be well if corporations would do more to bring it 
home to stockholders, employees, and especially to customers, 
that a large part of the price, supposedly paid for their services, 
is actually paid for taxes. We often hear complaints of the high 
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price of gasoline, but the true price is often less than it was years 
ago. The real increase is in taxes, direct or indirect. But does 
the motorist know this? He thinks of the great oil companies 
as exacting every possible penny. No small part of the demand 
for the socialistic operation of utilities is attributable to misrep¬ 
resentation or trickery. We would suggest particularly to the 
utilities that every bill for gas, electricity, telephone service, and 
for many commodities and services state definitely and conspicu¬ 
ously just how much of the charge is for taxes. Such a policy 
would make the lot of these companies much easier, give the 
public a clearer understanding of conditions, and perhaps lead 
to reform. 

The New York City Transit Advisory Commission recommends 
that both city and state free the bus companies from paying over 
three and a half million dollars in taxes, so that they can give 
their eighty-five hundred employees the forty-hour week which 
they demand, without reduction in pay, and avert a strike which 
threatens to tie up the city transportation. The proposal is to 
grant this tax exemption in consideration of an agreement to 
share all profits in excess of five percent with the city and state. 

The proposal is logical and, as far as we know, it is the first 
serious broad-scale effort to effect a settlement of a labor dis¬ 
pute by freeing the corporation from a crushing tax burden. 
Specifically, the taxes in question are city taxes, including a two 
percent utilities tax, a sales tax, and a vehicle tax, totaling 
1644,360; and state taxes including another two percent levy on 
utilities, a tax on gross earnings, and a fuel excise tax, totaling 
over $3,000,000. 

For such a program there is everything to be said: it is the 
only sound way to avoid chaos in a complex transit situation. 
But it would be well to go even further, eliminating all federal 
taxes, all taxes on franchises, and all real estate taxes on improve¬ 
ments. Furthermore, we question the wisdom of the profit-sharing 
proposal. A satisfactory transit system is a vital necessity to the 
prosperity of a city, and its cost must not be excessive. High fares 
are a serious burden on working people going to their jobs and 
sending children to school: is there any valid reason for swelling 
these costs to provide governmental revenue to city, state or 
nation? Such transportation is a major item in the budget of 
many a family, and there is no justification for its needless in¬ 
flation. It is far better to collect the needed revenue from a land 
value levy, which is deflationary rather than inflationary, and 
which will not be seriously felt by anyone. Landowners too will 
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profit by keeping transportation costs down: high transit fares 
kill real estate values, forcing congestion of population and check¬ 
ing sound and well-balanced growth of the city. We only touch 
on this proposal here, for it will be more fully discussed when 
we come to real estate taxation. 

In theory, the rates of public service companies are fixed to 
yield a reasonable profit, providing for adequate service to the 
public on fair terms and allowing a fair dividend return to 
owners of the corporation. Should the company clear excessive 
profits, it would be better to reduce fares rather than to keep 
them needlessly high as a source of city or state revenue. It 
would seem wiser, should profits justify such a course, to do 
three things: (1) reduce charges to the public, (2) permit 
reasonable increase in dividends, as an incentive to good and 
efficient operation and to encourage expansion, and (3) increase 
wages to workers and provide for pensions, retirement, and 
similar benefits. 

New York City is today in a serious financial jam, but it 
has a wonderful opportunity to blaze the way to real reform 
which would settle some of these vexing questions once and 
for all. Working out the same idea as applied to other public 
services, gas, electricity, telephone, etc., would effect a real saving 
in living costs and make it easier for the city to collect the ground 
rents which logically belong to it and which would be notably 
increased by lower costs of living. 

The extent to which we have gone in taxing corporations is 
seldom realized. American Telephone & Telegraph Company, 
the greatest corporation in the world, has a gross revenue of 
$3,600,000,000. Of this, $2,500,000,000 went for operating 
expenses, leaving an operating revenue, before paying taxes, of 
over a billion dollars. Of this, federal taxes on income took 
$330,000,000, other taxes nearly $300,000,000, making total 
taxes about $630,000,000, and leaving a net income after taxes 
of about $435,600,000. In other words, a good deal more than 
half of net operating revenue went to the tax collector. 

A breakdown of expenses is illuminating. For maintenance of 
lines and equipment it paid only a little more than it paid 
in taxes, and operating expenses, made up principally of wages, 
amounted to not very much more than taxes. The tax collectors 
got over $600,000,000 and the owners of the company received 
less than half as much. 

The corporation belongs to its stockholders, in England more 
graphically called shareholders. The earnings of the corporation 
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belong to them and the corporation itself is only an administra¬ 
tive and disbursing agent, operating the business, handling the 
details, and disbursing to stockholders profits which belong to 
them. Nearly all taxes levied against corporations, and notably 
federal taxes on income, although paid by the corporation, actually 
come out of the pockets of the stockholders. 

The first objection to corporate income taxation is that it is 
double taxation. The income of the shareholders is taxed, first 
when earned, and again when divided among the owners. It is 
precisely as if we taxed the little shopkeeper on his receipts when 
dropped into the cash-drawer and again when taken out of the 
drawer and put into his pocket. That this is double taxation is 
undeniable. 

This double taxation is no trivial matter. In the case of United 
States Steel, five dollars goes in taxes for each dollar paid to 
the stockholder and, in the higher brackets, the personal income 
tax sometimes takes ninety cents; so out of six dollars the stock¬ 
holder may get only ten cents, five dollars and ninety cents go¬ 
ing to the government. 

In the case of General Motors, taxes amounted to over thirteen 
dollars per share of common stock and took over three times as 
much as was paid in dividends; and, if we include certain other 
concealed taxes, the government actually gets about eighteen 
dollars. 

The Sperry Corporation shows a net before taxes of about 
$34,000,000 reduced by taxes to something under $11,000,000, 
or by about 68%. Taxes absorb between five or six times as 
much as dividends; and, if the stockholder is in higher brackets 
and pays ninety percent of the dividend still left to him, the 
government will get ninety-seven percent. 

Another company shows earnings before taxes of over $6,- 
000,000, taxes close to $4,000,000, leaving net earnings after 
taxes of about $2,500,000. Of this about a million dollars was 
paid out in dividends and somewhat more carried over as a 
balance for expansion of the business. In round figures earnings 
before taxes are sixteen dollars per share; taxes take ten dollars, 
leaving six dollars per share as net earnings. Of this six dollars, 
three dollars is paid in dividends and a little over three dollars 
plowed back into the business. 

In the case of Firestone, out of each one thousand dollars 
about six hundred and thirty-nine dollars go for taxes, one 
hundred and six dollars for dividends and two hundred and 
fifty-five dollars are plowed back into the business. The stock- 
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holder who receives say a hundred and six dollars in dividends, 
pays at least twenty-five percent in income taxes, so his actual 
net return is not more than eighty dollars; and, if in the higher 
brackets, this may be cut to a paltry six dollars and twenty cents. 
Against this the government collects six hundred and sixty-five 
dollars; so government gets about seventy-three percent of the 
"profits.” 

Admiral Moreell of the Jones and Laughlin Steel Corporation 
states that in 1951 the total federal income tax paid by the largest 
companies in each of our twenty largest industries was three 
times the amount paid to the owners of the businesses. The 
federal government took seventy-five cents out of each dollar; 
and then the stockholders generally paid from six cents to twenty- 
three cents out of their miserable little quarter in personal in¬ 
come tax. Finally, we often have a state income tax cutting into 
this remainder. Such figures make us realize what a toll is taken 
from industry. The average tax-payer thinks of himself as pay¬ 
ing only the income tax which his own tax returns shows; but, 
if we see how much has already been subtracted before he even 
sees it, we realize how heavy is the burden. 

It is sometimes proposed that the government shall "withhold” 
the taxes on dividends to stockholders just as it withholds the 
tax on wages, but there is a vast difference. The latter taxes, 
when withheld, are placed to the credit of the wageworker; but, 
in the case of stockholders, funds which belong to them are 
simply seized; and now, not satisfied with that seizure, it is 
proposed to withhold a goodly part of the small remnant of his 
profits still left to him, to be applied to his personal tax. 

There is sometimes a feeling that income from capital invest¬ 
ment is unearned income as distinguished from earned wages. 
We believe that this underlies the double taxation of corporate 
earnings and the fact that in some states income from invest¬ 
ments is taxed at a higher rate than wages. If we grasp the 
principle that capital is accumulated generally only by self-denial, 
and by foregoing what consumption wages would give us, as in 
the case of the boat-builder who goes "fish-hungry” so that he 
may accumulate "boat capital,” it becomes clear that both "fish- 
wages” and "boat-interest” are the reward of productive labor; 
but he cannot have both. Whichever he selects will be compen¬ 
sation for work done, and it lies entirely within his control 
to say in which form he wishes to receive his compensation. 
However he decides, one is as truly earned as is the other. 

Any discrimination between wages and salary or dividends to 
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stockholders is unethical because it is unjust, and it is unwise 
because the accumulation of capital does far more to promote 
the general welfare and to strengthen our economy than does 
mere spending for consumption. It would be far wiser and far 
more just to levy these taxes (granting that we must have an 
income tax) directly on stockholders without requiring the cor¬ 
poration first to pay a tax which comes out of their incomes. 
A policy of imposing the entire tax upon the income of the 
stockholder would be far more honest because each stockholder 
would know exactly what he pays, with no concealment and no 
camouflage. The reason for the present system is, no doubt, that 
it enables politicians to conceal the amount taken from the pockets 
of the stockholders. It is extremely doubtful if stockholders of 
the corporations of the country—and they number nearly seven 
million—would tolerate such a system if they realized how large 
a part of their earnings is seized by the tax collector. 

In all probability the taxation of corporations will be long 
continued, for it makes extortion possible. One corporation pays 
a dividend of three dollars a share, taxes of about thirty-three 
dollars per share, or eleven times as much as the stockholder gets. 
Of the three dollars received in dividends in all probability at 
least one dollar is paid in personal income tax by the average 
recipient; so out of thirty-six dollars of earnings thirty-four dol¬ 
lars, or more than ninety percent, goes in taxes. If the corporation 
were untaxed, and paid thirty-six dollars in dividends to its 
stockholders, who were then taxed thirty-three dollars and 
eighty-four cents out of this thirty-six dollars, would the people 
stand for it? It would be too evident what is being done, and 
such an administration would not long continue in power; but 
this is just exactly what the government does do. Were the tax 
paid directly by each stockholder, there would be an almost ir- 
resistable demand for economy, efficiency and honesty, to the 
advantage of everyone. 

The practical result of untaxing corporations, increasing greatly 
their net earnings, would be diffused, bringing benefit to every¬ 
one; for it is doubtful if stockholders would grab it all. They 
would get greater dividends, as they should, and high returns 
would attract investment in so profitable a business. Employ¬ 
ment would be abundant, industry would thrive, and wages be 
increased; for most businessmen try to be generous and fair. 
It is good policy to keep labor contented and happy and to 
avoid strikes. We would have many industries like the Lincoln 
Electric Company, where the average wage is over $8,000 a year 
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and strikes are unknown. Probably, with profits high, prices 
would be reduced, just as they have been reduced for Lincoln 
welders, to cite that company again; and it is generally desir¬ 
able that prices be cut, for this means broader markets. With 
stockholders getting higher dividends, employees getting higher 
wages, and consumers paying lower prices, everyone would be 
better off and individual income tax payments would be greater 
than ever. 

Consider the steel dispute during the Truman administration. 
The men thought they should have higher wages. The companies 
could not pay them unless they increased the price of steel, and 
the increase would tend to upset our economy and add to the 
burden of taxpayers through increased cost of steel for defense. 
The problem was aggravated by the meddling of government, 
attempting to fix prices with an eye to votes. All steel users, 
including the government, wished to see prices held down, the 
administration wanted wages increased, and there just was not 
enough money to go around. 

Taxation increases cost of steel without adding one cent to its 
true value. Thanks to inflation, it costs $5,000,000 to replace 
a steel furnace which originally cost $2,000,000. Cost is the basis 
of depreciation allowance for the income tax; therefore, the com¬ 
pany must find $3,000,000 over the depreciation allowance, to 
maintain even its present capacity. The top tax rate applicable 
to this steel company is eighty-four percent: therefore, to get 
$3,000,000 after taxes, the company must clear $19,000,000 be¬ 
fore taxes. How can they do this with a greatly increased pay¬ 
roll and only a scant advance in steel price? 

The demand for steel, because of the international situation, 
necessitates a tremendous increase in production. It is not suf¬ 
ficient to hold our own; it is necessary to run just as fast as 
we can, like the Red Queen in Alice in Wonderland, even to 
stay in the same place. Under such conditions it is as difficult 
to expect the steel industry to increase production as it was 
for the queen to make any progress. What chances has the com¬ 
pany of persuading the larger stockholders to make further in¬ 
vestments in their stock? It is true that a wealthy stockholder 
in the upper brackets, perhaps taxed ninety percent on personal 
income, is not typical of the rank and file, but it is to the richer 
stockholders that industry must look for investment funds for 
expansion and growth. And how can the companies hope to 
borrow the necessary funds on a reasonable basis if there is a 
prospect of a deficit instead of a profit? It is an insoluble dead- 
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lock. We cannot; hope to have a fair return as long as gross 
receipts, less taxes, less payrolls, leave zero or even a minus 
quantity to the owners. There is a plaint from Washington 
that we are not saving and investing enough to ensure a healthy 
economy, but is not the answer obvious? Stop unreasonable tax 
exactions and let business prosper. 

Another factor adding to the difficulty was the attitude of the 
former administration. In that controversy it cited as "profits” 
the amounts which the companies have on hand before paying 
millions in taxes: it represented as profits $19,000,000 where¬ 
as only $3,000,000 was left after paying taxes, and it used 
these figures before taxes as the basis of the assertion that the 
companies can take care of greatly increased payrolls out of their 
“enormous profits”! 

We believe that a progressive tax violates the Constitution 
and that the income tax amendment does not justify it; but, for 
the moment, grant that we are to continue to have a progressive 
income tax and consider it specifically as applied to corporations. 
Even accepting this principle, there is not the slightest justifi¬ 
cation for taxing incomes enjoyed by stockholders according to 
the size of the income of the corporation. For such a policy 
there is no more reason than there would be for grading the 
income tax of the recipient of a salary or wages according to 
the size, or wealth, of the corporation paying him. If we must 
have a progressive tax, it should be graded according to the 
income of the recipient and not according to the income of those 
who pay it. No sane man would argue that an employee of the 
AT&T should pay a larger tax on his salary than an employee 
of the Hicktown general store pays on the same stipend. 

There is no relation between the personal income of stock¬ 
holders and the size of the income of the corporations. The 
AT&T is the largest corporation in the world, but the average 
holding of stock is only twenty-nine shares, yielding an annual 
income of about two hundred and sixty-one dollars. It would 
not be difficult to find thousands of stockholders in small cor¬ 
porations who receive far larger sums from their little businesses, 
sometimes a hundred times larger. How these changes would 
operate is best illustrated by an example. 

A certain successful corporation earned, before income and 
excess profit taxes, over seventy-seven million dollars. These 
taxes took almost fifty millions, leaving a net return of about 
twenty-eight million dollars. Of this, the company plowed back 
into research and development sixteen million leaving about 
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twelve million for dividends at four dollars a share on three 
million shares. Had the company been tax free, and had it 
held the same reserve for expansion, the net income available 
for dividends would have been about sixty-one million dollars, 
or something better than twenty dollars a share. 

A fortunate and long-headed investor owns thirty-two thou¬ 
sand shares of this stock. With the dividend of four dollars a 
share he receives a hundred and twenty-eight thousand dollars 
a year in dividends. Of this his personal income tax—he is in 
the higher brackets—absorbs ninety percent, leaving him twelve 
thousand eight hundred dollars net. Were the dividend raised 
to twenty dollars a share, he would receive six hundred and forty 
thousand dollars a year in dividends but he would then be in 
the ninety-two percent bracket; and, after paying his personal 
income tax, would have left fifty-one thousand two hundred 
dollars or four times his present dividend. 

In contrast, there is a small investor holding thirty shares on 
which the dividend is a hundred and twenty dollars, all net, for 
this investor pays no direct tax on his petty income. If the 
dividend paid were twenty dollars a share he would receive six 
hundred dollars, or five times what he gets today, and he would 
still be free from tax obligations. This stockholder would benefit 
slightly more proportionately than would the wealthy man, and 
the stock would become a more attractive investment, especially 
to those who pay income tax in the lower brackets or not at all. 

With a rapidly growing and most successful business, the man¬ 
agement would also, in all probability, increase its reserves 
for development and expansion, enlarging factories, developing 
products, and creating new employment, and it is well-paid em¬ 
ployment which would be reflected in personal income taxes 
paid by its workers. 

Taking these facts into consideration, it is probable that 
relieving this company from taxation, although on the face of 
it costing the government fifty million dollars a year in tax 
receipts, would be, largely and perhaps wholly, compensated for 
in greater personal income taxes of workers and stockholders. 
Indeed it is probable that, in the long run and with the increas¬ 
ing prosperity which would result if this policy were applied 
to all corporations, there would be a material increase in the 
total tax return to the government. 

There is a very good argument for untaxing corporations which 
should appeal especially strongly to our revenue-hungry poli¬ 
ticians. For years economists have argued regarding a limit to 
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which taxation can go. It is held by some that a tax exceeding 
forty percent is so high that it will be evaded and defeated, but 
this obviously is not true today when our people have become 
so spiritless that they pay ninety percent or more without a 
protest. Nevertheless, there are limits; for if the tax rate is 
excessive, it will kill off the business taxed. For example, today 
the high tax on improvements in cities greatly curtails bulding 
operations and thus acts to reduce not only the possible tax re¬ 
ceipts on improvements but even the tax on land values; for 
these are dependent upon putting land to profitable use by build¬ 
ing upon it. 

We do not believe that it is possible to fix a maximum beyond 
which taxes cannot go, for much depends on conditions and on 
the character of the people. In the Revolutionary days our people 
were far more tax-conscious and more high-spirited than they 
are today; so, although we cannot limit taxes by a mathematical 
formula, it is self-apparent that a tax levied on business, and 
on the earning of a heavily-taxed income, will do more to kill 
the goose of production which lays the golden eggs to support 
government than will a tax on land values, which will stimulate 
the profitable use of land and increase our revenue. Long ex¬ 
perience shows that a tax on income after it is received has a 
less blighting effect on productive labor than a tax on the actual 
earning of money. 

QUESTIONS 

Should public service corporations be granted exclusive franchises 
and should they be regulated and controlled? 

Are taxes on such corporations ultimately paid by the users of such 
services? Would untaxing such services reduce their cost and benefit 
most the wealthy or those of modest means? 

Would public ownership reduce the cost of services because taxation 
on private companies would be saved? 

Does the public generally recognize that the larger part of the gross 
earnings of corporations are taken in taxes ? 

If dividend income is to be taxed progressively, should the tax in¬ 
crease according to the income of the recipient or according to the size 
of the corporation through which it goes? 

What would be the reaction of the public if they realized that often 
half of what they pay for telephone service is not for service but for 
taxes ? 

Would untaxing corporations give incentive and mean higher profits, 
more jobs, higher wages, salaries and dividends? 

Would untaxing corporations give incentive to expansion, increased 
employment, and greater incomes to stockholders and employees alike, 
as well as better and cheaper service to the public? 
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Corporation Taxation and Cooperatives 

THE WISDOM OF UNTAXING CORPORATIONS AND A CONSIDERA¬ 
TION OF COOPERATIVES. 


Taxation which falls upon labor as it is exertedwealth as it is 
used as capital, land as it is cultivated, will manifestly tend to dis¬ 
courage production much more powerfully than taxation in the same 
amount levied upon laborers whether they work or play, upon wealth 
whether used productively or unproductively, or upon land whether 
cultivated or left waste. The mode of taxation is in fact quite as 
important as the amount . . . . A tax on date trees . . . caused 
the Egyptian fellahs to cut down their trees but a tax of twice the 
amount imposed on land produced no such result. 

Most of the taxes imposed by modern governments, such as taxes 
on manufacture, sales, capital and buildings have this tendency to 
check production just as definitely if not as obviously as in the case 
of the date trees. They should not be resorted to if any other mode 
of raising revenue exists. 

—Henry George 

“DESIDES the regular income taxes against the corporations, 
there was long a tax on excess earnings, on the theory that 
if a business thrives, much of the increased earnings should be 
confiscated. This tax was levied on the increase in profit over 
former years and was a handicap on success and achievement, 
discouraging expansion. Such a tax is a direct curb on growth 
and prosperity of business and dries up the source of what is 
called "venture capital"—namely the surplus funds of wealthy 
men, normally ventured in new and highly speculative enterprises. 

The excess profits tax, fortunately now abolished, bore hardest 
on small new enterprises. Often the great well-established con¬ 
cern had stabilized its business, with earnings more or less fixed; 
but the new undertaking, still in the formative stage, looks for¬ 
ward to expansion. This tax penalized growth and development 
and gave advantage to the big competitor already well established. 
We should remember that nearly all the great industries were 
in their early days extremely hazardous. The railroad, the movie, 
the "horseless carriage," radio, the telephone, nearly everything 
is at first a gamble, and no sane man would invest in such 
dreams unless he stands a chance to reap a generous profit 
should his dream come true—and that was often virtually im¬ 
possible under an excess profits tax. This particular tax has been 
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abolished recently; but, since such follies have a way of popping 
up over and over again, it is well to understand them. 

The question will be asked, "Would you let the great wealthy 
corporations escape taxation?" Yes, definitely: if we must have 
an income tax, tax income when received by the stockholders 
who are the true owners. Why shouldn't the corporation escape 
if the stockholder-owners pay? The corporation is only the inter¬ 
mediary—a go-between conducting business, collecting profits and 
transmitting them to the owners. 

The demagogue would object to incomes "getting too high," 
but would not the long-time effect on the country be beneficial? 
Even if there were corresponding increase in individual taxes, 
there would still be far-reaching effects. Investments in such 
companies will become far more attractive, especially to workers 
in the companies, who know the business, and to others of 
moderate means. 

Consider this question from another angle. The small stock¬ 
holder previously described would receive a net return of twenty 
percent on his stock if bought at par and if he still continues 
in the tax-exempt bracket. If he bought at the present market, 
the return would be ten percent if still tax exempt, or about 
eight percent if the added income makes him taxable. The benefit 
to the small investor in any case would be enormous and a 
great incentive would be given to thrift and investment. Such 
opportunities would bring tremendous possibilities to those of 
modest means, giving the little fellow a chance to participate in 
big business, and would doubtless increase greatly the number 
of stockholders and the prosperity of our people. It is true, and 
probably desirable, that should earnings reach such figures, 
some of the gain would make possible higher wages to workers 
and lower prices to consumers; but this would have little effect 
on the broad principle that the change would particularly benefit 
small stockholders. 

The same argument applies generally to most other corporation 
taxes except taxation of land values. Where a corporation holds 
land for its united corporate purpose, it would be just to tax the 
corporation on the value of the land so held, for fair ground 
rent for tenure of land held by a corporation is a legitimate 
expense. Most other taxes levied on the corporation are unjust, 
and it would be better in nearly every case to eliminate these 
taxes and tax the shareholders and not the corporations. Possibly 
another exception should be made in the case of a tax on pay¬ 
rolls, if we must continue to penalize the giving of employment. 
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It would, however, be wise, if we are to provide such "security” 
to favored classes of workers, to raise the funds by a general 
levy on all our people, for there is no reason for imposing the 
burden on those who today give employment, while those who 
have never given a job to anyone go free. Generally the worker 
pays much of this tax and it often means lower net wages. 

Another vicious thing in corporate taxation is taxing undis¬ 
tributed profits which, instead of being paid out as dividends, 
are plowed back into the business. The argument is that, if profits 
are retained and put back into the business, this policy may be 
resorted to to prevent paying income tax on a considerable part 
of the profits; but what of it? It is highly desirable in many a 
business that the company should reinvest much of the gain in 
expansion, development and research. It develops new industries 
and means more employment and bigger wages, and such policies 
result in greater income both to workers and stockholders to be 
taxed in future years. 

The management of a corporation should be left to the man¬ 
agement: they can best judge whether profit should be paid 
out in dividends or should be reinvested; and, if they do not 
play fair, let stockholders take matters into their own hands. 
It is something in which the government should not meddle. 
Assume that an investment of a million dollars in research will 
yield an eight percent return: then there will be an increase in 
stockholders incomes of eighty thousand dollars. But suppose, 
instead of meeting this expense from accumulated profits, the 
corporation borrows two million at three percent. This earns eight 
percent—a hundred and sixty thousand dollars—and of this, 
sixty thousand dollars goes in interest, leaving a hundred thou¬ 
sand dollars clear velvet. Under the first plan, stockholders will 
forego one million in dividends, but future annual income of 
the company will be increased by eighty thousand dollars subject 
of course to taxes. Under the second plan it can do twice as 
much research, increase gross annual profits by a hundred and 
sixty thousand dollars, and payment of interest can be deducted 
from taxable income . 

Clearly the second plan is most advantageous. That it actually 
works this way is evidenced by corporation reports which show 
that in recent years, with mounting taxes, a greatly increased pro¬ 
portion of expenditures for new business, for development, ex¬ 
pansion, and research is being met by borrowing rather than by 
the sale of stock or from reserved earnings. This is k unfortunate: 
it is wiser to encourage expansion directly by the owners rather 
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than by borrowing, for economic life will be made sounder and 
stronger by increasing ownership of industry rather than by ex¬ 
panding through borrowing. 

Another objection to taxation on excess profits is that it en¬ 
courages foolish and reckless expenditures charged to expenses 
and deductible from taxable income. Apparently it is common 
practice for some corporations, instead of increasing salaries to 
traveling representatives, to wink at reckless extravagance, pad¬ 
ding, and even downright dishonesty in expense accounts. Ridicu¬ 
lously luxurious accommodations at the most expensive hotels, 
club memberships, entertaining and theaters on a prodigal scale, 
are all a matter of course, or at least are charged, as well as 
many items which are obviously fictitious, to the benefit of the 
employee; for refunds of business expenses do not constitute 
taxable income as would a salary, increase. 

These all constitute business expense deductible from income 
before computing taxes. They therefore are offset in large measure 
in tax savings, sometimes only thirty to forty percent actually 
coming out of the company. As for the employee, since they are 
theoretically only reimbursement for what he has paid out as 
business expense, they are not income and therefore they are 
not taxable. This is just an example of what a bad tax can do 
at corrupting people and breeding dishonesty. 

These tax policies also lead to such follies as extravagant 
advertising. It is argued that if sixty-two percent or more of in¬ 
creased earnings will go directly or indirectly to the tax collector, 
it may be just as well to indulge in a spree of advertising, which 
may be well worth the thirty-eight percent of advertising ex¬ 
penditures, which is all that it sometimes costs. This has gone 
so far that there is under discussion a proposal to restrict adver¬ 
tising of corporations, to prevent spending money which would 
otherwise go to the tax collector. We are not discussing advertis¬ 
ing, but we do say that it is the height of folly for government 
to meddle with business management and practically say, "Spend 
a million dollars in advertising or the government will take six 
hundred and twenty thousand dollars away from you.” 

In these days when we hear so much about inflation, it is 
strange that more is not said about the inflationary effect of 
our tax policies. Consider some taxes, which we all pay directly 
or indirectly on electricity, gas, telephones, travel by any con¬ 
veyance, telegrams, and amusements. Does your electricity give 
any better light because light bulbs and electric service are taxed? 
Does gas cook your food any faster because you pay a tax on 
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it? Does the telephone give better service because the AT&T 
pays about three dollars each month in taxes per instrument? 
Incidentally, and as a sidelight on tax trends, it may be worth 
noting that, in a book by the writer published in 1935, this 
figure was given as fifty cents: when work on this book was 
started in 1951 it was two dollars and sixty-five cents and in 
1953 it was three dollars and twenty cents. In recent years there 
has been a slight easing of the burden. Surely the company can¬ 
not be blamed for increasing rates when practically all the in¬ 
crease is absorbed in taxes. We wonder if the telephone-using 
public would continue to tolerate such taxation if they realized 
that half the charge made by the company may be actually a 
tax which, in the long run, must be paid by the users. 

Taxation adds nothing to the value of these services: on the 
contrary, these taxed services are less utilized. You burn fewer 
lights, send fewer telegrams, go without a telephone, go to 
fewer places of amusement, take fewer pictures and fewer trips 
because of the increase in cost resulting from taxation. All the 
businesses concerned suffer, for tax rates raise the cost of what 
they have to offer and thus curtail markets, confiscate profits, and 
may even ruin the business, adding up to a lowering of our 
standards of living. Indeed this is an end sometimes desired 
and openly sought by some of the extremists. For it there are 
two arguments to some minds. First, by making business as un¬ 
profitable as possible, they seek to force this nation into socialism, 
and second, it is sometimes argued, although fallaciously, that 
taxing our people in such ways as these will keep us poor, curb 
spending, and do something to limit inflation. Of course this 
argument is nonsense, for money collected in taxes and spent 
by the government is spent and creates demand just as truly as 
if it is spent by the man who earns it. 

It is quite possible that the motive back of such power de¬ 
velopment schemes as the TVA and kindred programs is to force 
socialization on these industries. Indeed at the present time, 
when there is a row raging about generating electricity for 
atomic use > this seems to be the impelling motive of those who 
continue to urge socialization. Make private business in these 
fields profitless: then the government will step in and supply 
the service. Doing this, the cost will be far higher than under 
private enterprise, for government operations are always inefficient 
and costly; but these costs are concealed in tricky ways and met 
by higher taxes. Such operations enable the government to keep 
down the ostensible price of electricity just as they keep down 
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the price of postage; when they do, meeting a great deficit by 
an appropriation from money paid by the taxpayers. 

The taxation of corporations has the direct result of crippling 
industry, and were we to impose the burden directly on the 
stockholders,, their personal tax would not act nearly as strongly 
as a deterrent to industry. The individual citizen would often 
suffer, but no more through paying a high tax himself than by 
paying a double tax; and the small investor would be better 
off. Such a change would result in the diffusion of stock, more 
people of limited means acquiring a share in great, prosperous 
companies. The companies we have mentioned have bonded debts, 
in some cases very large debts, and some are figuring on in¬ 
creasing these debts to provide for necessary expansion. Were 
these companies free from taxes, their net earnings would be 
greatly increased and their stock would become so desirable that 
there would be no need to borrow. Expansion could be paid for 
out of earnings and new stock could be easily sold on a basis 
profitable to all. Such a course would mean a great expansion 
of our industrial life, more jobs, greater prosperity and higher 
incomes to all our people. 

The untaxing of corporations would eliminate a troublesome 
problem. Today, under a policy of encouraging cooperative as¬ 
sociations, "co-ops” are tax exempt, escaping taxes of a billion 
dollars which they would have to pay if they were taxed as are 
corporations. But all corporations are cooperative organizations, 
where many unite to operate as a unit, and it is far from easy 
to draw an exact line between cooperation and incorporation. 
Many large enterprises, operating as cooperatives conduct a busi¬ 
ness exactly like that of many corporations and untaxed, com¬ 
pete unfairly with their taxed rivals. One large cooperative oper¬ 
ates in six states in a variety of industries and escapes a tax bill 
of nearly a million and a half which it would pay as an ordinary 
corporation. Many business concerns follow the cooperative pat¬ 
tern for just this reason. We have no quarrel with their escape 
from taxation—that is as it should be—but it is only just that 
competing corporations should be treated in the same way with 
no distinction or discrimination based on a technical form of 
organization. 

The argument for preferential treatment of co-ops is generally 
based on an understandable desire to eliminate outside capital and 
management with its attendant expense. Let the members carry 
these responsibilities themselves and return the resulting savings 
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to the producer in a higher margin of profit or to the buyer in 
lower prices. 

The trouble with this argument is that it just doesn’t work. 
Capital expects and merits its reward, and there is seldom any 
economy in merging the functions of the executive or of the 
capitalist with those of producer or consumer. Experience shows 
that rather the reverse is true, for an outsider often operates more 
efficiently and economically than can a producer whose training 
is along other lines, or the consumer who has other interests. 

Where the business is simple, cooperation sometimes works. 
College co-ops, selling goods to college students, are often suc¬ 
cessful but large cooperative department stores seldom are. The 
college store handles a limited variety of merchandise, and their 
customers are regimented in needs and desires, often of nearly 
the same age, wearing the same clothes, studying the same books, 
engaging in the same sports and hobbies. To buy for them and 
to sell for them is comparatively easy, for everything is standard¬ 
ized. Often, too, these stores have a very real advantage in an ex¬ 
clusive campus location. This is all very different from operating 
a department store in a great city, selling to all classes, selling 
every kind of goods, and catering to widely varied tastes. 

The writer has had some experience with agricultural co-ops. 
Some, generally in specialized lines, have succeeded; but many 
have failed, often from the lack of business experience on the 
part of the members who often undertake management. The 
farmer, skilled in the technique of his own trade, often lacks 
experience and training in finance and business. Frequently, too, 
he resents the fact that a good executive commands a salary 
greatly in excess of the farmer’s earnings. This was forcibly 
brought home to the writer in connection with a big agricultural 
co-op. The business was promising and things looked bright, but 
it didn’t go too well. The volume of business was just about the 
same as that of a widely known railroad system; and, in the 
opinion of experienced financiers, the business was far more dif¬ 
ficult and complex. The salary of the railroad president was ten 
times the salary of the co-op president and the relative merits 
of the two men were about in proportion to the salaries they 
received. When a proposal was advanced to increase greatly the 
salary of the co-op president, and endeavor to secure a more 
capable man, it was snowed under; for farmer members felt that 
the president was already getting far more than most of the 
members were making and that he should be content. The re¬ 
sult was just what might have been expected. The mediocre pres- 
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ident was unequal to the task before him; and before long a com¬ 
plete reorganization, which was practically a sell-out, became 
necessary. 

In an essentially simple retail business it is doubtful if co¬ 
operation offers any great advantage. The savings are often very 
petty, for business is done on a narrow margin these days and 
the rebate to customers is often a trivial matter. We wonder if 
to a certain degree this principle of profit-sharing is not accom¬ 
plished as efficiently and as satisfactorily under various schemes 
of commercial business. Direct refund, discounts, special offer¬ 
ings, trading stamps, coupon and premium plans, bonus books of 
the book clubs, and similar devices illustrate schemes which ac¬ 
complish the same purpose; and while we do not like such devices, 
we question whether a petty cash rebate is much more satisfactory. 
The writer is himself a member of one of the large cooperative 
organizations and gets every year a small rebate check, but the 
amount is so trivial that it does not pay to go out of the way to 
buy from the cooperative. We find, too, that the management is 
less efficient than in competing stores where we often get better 
service and a broader variety of goods. 

There is a feeling that co-ops will eliminate the "middle man,” 
but the benefits are often disappointing and it is generally hard 
to see any great advantage in cooperative organizations. If coop¬ 
eratives are to be encouraged and favored, which the writer 
would question, then special advantage should be conferred only 
on true cooperatives and not extended to those which operate in 
practically the same way as any business corporation. In our 
opinion, between the two forms of business organization there 
is not difference enough to justify discrimination. Is there any 
good reason why, when a group unite as a cooperative to trans¬ 
act their own business to their own advantage, they should ex¬ 
pect concessions and privileges denied to those who unite as 
stockholders in similar business associations? It is true that some¬ 
times the cooperatives make a much better showing than inde¬ 
pendent business; but, when statements are analyzed, it is gener¬ 
ally found that the advantage results mostly from tax advantage. 

The transfer of the tax burden from the corporation to its 
owners, who must pay it anyway, would go far to eliminate this 
confusion even if the amount today extorted from the corporations 
were collected from the stockholders as individuals. The prob¬ 
lems of the corporation would be simplified: there would be 
funds available for expansion, and labor troubles and strikes 
would be largely eliminated. There would also be other benefits; 
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we would get rid of a great deal of the opportunity of govern¬ 
ment to interfere with corporate management, eliminate a tempta¬ 
tion to corruption, and have direct and simple contractual rela¬ 
tions between employers and employees, adjusted without poli¬ 
tical meddling. 

Such a change would result in the diffusion of stock, more 
people of limited means acquiring share in great, prosperous 
companies. The companies we have already mentioned have 
bonded debts, in some cases very large debts, and some are fig¬ 
uring on increasing these debts to provide for necessary expansion. 

QUESTIONS 

To whom do the earnings of a corporation belong? 

Would elimination of the taxes on corporations benefit the stock¬ 
holders ? 

Is the taxation of the earnings of a corporation, and the taxation of 
the same earnings when paid out in dividends, double taxation? 

Would untaxing the corporation encourage expansion and develop¬ 
ment, giving greater employment, higher wages, and greater returns to 
investors ? 

Is there a chance that, while untaxing corporations would result in a 
loss of public revenue, this might be largely compensated for by the 
increased incomes from wages and dividends which would be taxable 
as personal income? 

Would the probability of one balancing the other be increased by 
the fact that such a policy would give great incentive to industry? 



CHAPTER XXI 


The Tariff 

AN ATTEMPT AT FAIR DISCUSSION OF A CONTROVERSIAL QUES¬ 
TION, BUT IT IS DIFFICULT TO JUSTIFY RESTRICTING LEGITIMATE 
TRADE OR INFLATING PRICES, FOR THE BENEFIT OF FAVORED 

GROUPS. 


1 am a manufacturer, and was a petitioner for the act to encour¬ 
age and protect the manufacturers of this state. I was very happy when 
the act was obtained\ and 1 immediately added to the price of my 
manufacturers as it would bear ... By this addition I hoped to 
grow richer. But, as every manufacturer whose wares are under 
protection has done the same, I began to doubt whether, considering 
the whole year’s experience of my family, with all these separate 
additions which I pay to other manufacturers, l am at all the gainer. 

And I confess I cannot but wish that, except the protection duty on 
my own manufacture, all duties of the kind were taken off and 
abolished . 

—Benjamin Franklin 

T HE RIGHT to property carries with it the right to buy and 
sell in an open market; and, since justice knows no geograph¬ 
ical boundaries, this freedom should extend to all the world. A 
legacy of narrow thinking perpetuates the fiction of "favorable” 
and "unfavorable” balances of trade according to the direction 
of the flow of money. It is the thinking of a miser, who hoards his 
money rather than part with his gold; but normal men realize 
that money is worth only what it will buy and willingly exchange 
the symbol for the reality. We are ever ready to spend for goods 
which serve our needs, or for factories, railroads, buildings, tools, 
and other things which constitute capital—investing as we say— 
to assure a future income, and we cannot invest without spending. 

A good deal of the thinking on which a protective tariff is 
based traces back to a school of thought, called mercantilism, 
which for many years determined much of British policy. With 
the growth of manufacturing and the increase of commerce, the 
idea gained acceptance that a country grows rich only by ac¬ 
cumulating the precious metals; and this gave rise to the un¬ 
fortunate expressions of "favorable” and "unfavorable” balances 
of trade. The British policy was aimed at increasing exports and 
decreasing imports, so that the flow of gold should always be 
toward thorn, Nothing have been more stupid, for we often 
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profit quite as much by buying as by selling. From this mistaken 
notion arose agitation for "protection.” 

The question of a protective tariff versus free trade is ever- 
recurring in our national life, and has long been the object of 
controversy and of party squabbles. Constantly argued and never 
settled, it is a perpetual football of party politics, to be kicked 
around incessantly. Yet it is one of the few controversial ques¬ 
tions on which there is something approaching agreement in well- 
informed circles. 

There is nothing complicated about the tariff. In foreign lands 
many commodities can be produced more cheaply than here. The 
foreigner can undersell us, that is simple; but now comes the 
difference in opinion. Shall we permit free and unobstructed 
importation of goods to be sold in our markets? The free trader 
says yes: we would all be better off if we buy our goods in the 
cheapest market in the world. The protectionist says no: exclude 
foreign goods, protect our home markets for ourselves, and keep 
our money at home. Protect the industries and the jobs from 
under-cutting by "pauper labor,” working for a pittance in other 
lands. They argue that admittance of cheap foreign goods to our 
markets will force our workers to accept lower wages in order to 
hold their jobs and keep their employment. 

The open and declared object of a protective tariff is to in¬ 
flate prices in two ways: it may exclude from our markets goods 
offered at prices lower than our domestic producers can meet; 
or it may, by adding the amount of the duty to the original price 
of a foreign product, inflate that price so it is at least as high 
as the normal American price. Either way it is distinctly infla¬ 
tionary, increasing sales prices of "protected” commodities with¬ 
out adding one cent of real value. An imported coat may keep 
you warmer than one woven and made here; but if it does, it is 
not because you paid a duty on it. Indeed a tariff may so increase 
the price that you must be content with a cheaper and poorer 
garment, or a tariff may so swell the price of all coats that many 
will be forced to go without any coat. 

To a superficial thinker each side has a pretty clear case, and 
that may be why the tariff question has never been settled. But 
let’s get down to first principles. There is no question that dif¬ 
ferent countries have different resources, endowments and quali¬ 
ties, and that some can produce some commodities far more 
cheaply than can others. It is also true that nearly every country 
has some special advantage. Does it not follow then that the 
world generally will be better off if each country pursue the line 
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of industry for which it is peculiarly fitted, and then, by free 
exchange among the nations, their needs will be met in the most 
efficient and cheapest market, and all will prosper? 

Trade, as the word indicates, is always exchange and means both 
buying and selling. If we would sell we must also buy; and when 
we imagine that we sell without buying, it means only that we 
exchange our wares, not for the ordinary commodities of com¬ 
merce, but for one particular commodity, gold or its equivalent. 
We buy gold with the shoes we sell just as truly as our customer 
buys shoes with gold, and does it follow that we shall profit 
more by exchanging shoes for gold than gold for shoes? Surely 
not, if we are unshod. Restricting exchange brings no profit, for 
it prevents us from getting what we need in exchange for that 
of which we have a superfluity. When we insist on trading goods 
only for gold, the time comes, as it has in recent years, when 
our customers can no longer pay in that metal and trade must 
cease. Our tariff has frequently brought about sharp curtailment 
of our export trade and driven men out of employment in well- 
paid crafts. It has forced women and children into sweated "pro¬ 
tected” frades, at starvation pay, for; it has killed the export 
market for commodities which we were producing far more 
profitably. Gin such policy be defended? 

Practically all the world’s monetary gold was accumulated here 
and buried in Kentucky, and we would be in better position 
today had much of it been expended to keep international trade 
alive and had we accepted in its place rubber, tin, manganese, or 
a hundred things so urgently needed. For a nation to seek self- 
sufficiency and isolate itself from the benefit of trade with all 
the world is as egregious folly as for a professional man to 
neglect a lucrative practice to cobble his own shoes and make his 
own clothing in the hope of "keeping his, money at home.” Let 
each individual and each nation follow those occupations for 
which there is peculiar fitness and which yield the largest returns; 
and, under free exchange, all will profit by the advantages and 
capabilities of others. 

Economists are agreed that the world would be better off 
under free trade, but some say that one nation cannot act alone 
and that, as long as others impose tariffs, we must protect our¬ 
selves. But protect ourselves from what? From buying more 
cheaply than we can produce, from expansion of highly profit¬ 
able industries and from friendly ties with other lands, immeas- 
ureably strengthened by reciprocal and mutually profitable trade? 

But if we were alone to open our gates, we would throw man y 
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out of work, for we 'cannot compete with pauper labor/’ they 
say. The first objective, "getting out of work," is something that 
we all aim at, for we always seek to accomplish our purpose with 
a minimum of labor, and the second statement is simply not true. 
We can but we won’t compete with pauper labor, as long as 
we can do better than follow their low-paid callings. Of course, 
the laborer digs a ditch cheaper than the well-paid executive, but 
the banker could compete with the scavenger, and probably do a 
better job if fool enough to do so when he might use his brains, 
time and effort for a better purpose. 

There is an impression that costs are fixed by wage-levels and 
that cheap labor undersells the well-paid, but such a statement 
is a reversal of the case. The product of labor is its natural wage 
and the machinist earns more than the Mexican peon because 
cars are worth more than baskets. The skilled farmer grows 
more potatoes than his neighbor: his wages are higher because 
intelligence and effort result in greater production; and, when a 
better paid worker continues to compete with a poorly paid, it 
is only because of bad judgment or because he is forced by a 
tariff, or some special consideration, to work at tasks below his 
ability. 

Follow the argument of the protectionist to its logical conclu¬ 
sion. Suppose the other nations of the earth, out of the good¬ 
ness of their hearts, were freely to provide our every need; dump¬ 
ing everything on our doorstep without price. Freed from the 
laborious grind of providing for mere existence, we could turn 
our efforts to meet our growing desires, and surely the next best 
thing to getting something for nothing is to buy it at less than 
normal cost. 

That the curbing of imports restricts exports is a lesson of 
experience. The Hawley-Smoot Tariff of 1930 raised import 
duties materially; and then, not content with the drag placed 
on the return of prosperity by the Republicans, the Democrats 
must add to our troubles by devaluing the dollar. This had the 
effect of a further increase in prices. 

In some four years our total foreign trade was cut to a third 
of what it had been; and, since exports and imports must be in 
approximate balance, both were equally affected. Left alone, 
diminished sales to us would have automatically been reflected 
in inability to buy from us, but other nations did not wait for 
their own impoverishment to bring this about, but retaliated at 
once by raising their tariffs against us. Switzerland almost quad¬ 
rupled the duty on typewriters, and Italy so'increased the tariff 
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on our cars that American agencies folded up over night, and 
what had been a large and profitable market was closed. Such 
action was paralleled by more than forty countries, which raised 
their tariffs in retaliation. As a consequence, exports shrank by 
more than two-thirds, and the automobile trade, our largest and 
most profitable single industry, with exports which had reached 
almost half a billion dollars in a single year, shrank by more than 
eighty-five percent. Total exports to Canada and France shrank 
to a quarter of what they had been, and the British Empire, our 
best customer and long a bulwark of free trade, was forced into 
a protectionist policy, which, with trade preferentials within the 
Empire, did us real harm. 

Can we profit by such follies, crippling our profitable indus¬ 
tries, to subsidize shaky occupations which must be "protected,” 
often exploiting the labor of women and children? We hear it 
said that exports are a minor consideration in a country like ours 
with so vast a domestic market, but no inconsiderable number 
of our workers are directly concerned with foreign trade. In 
some periods from a quarter to a half of the output of many 
products, such as automobiles, typewriters, sewing machines, farm 
implements and general machinery, have been produced for 
export. 

Broadly speaking, there is a sharp difference between our ex¬ 
ports and our imports. The former are generally manufactured 
goods while the latter often consist of raw materials upon which 
our manufacturing is absolutely dependent. Restricting foreign 
trade, therefore, has two baneful effects: it increases the over¬ 
head, which must be borne by domestic consumers, and it in¬ 
creases the cost of essential materials, such as the rubber on which 
our cars must roll. 

There is no denying that the removal of trade barriers would 
upset some industries, but society can never remain static and 
progress always means readjustment. Our vast changing society 
always necessitates modification of industrial life. What hap¬ 
pened to bowls and pitchers when plumbing became general? 
What has become of the manufacturers of gas-lighting equip¬ 
ment? And what became of the harness-makers with the advent 
of the automobile? What future is there for the makers of razor 
strops? All life is a process of change, and we must see to it that 
this constant flux brings happiness and not despair. Women and 
children slaving long hours in cotton mills might be out of jobs, 
but husbands and fathers would earn enough in well-paid call- 



The Tariff 


199 

ings, such as the automobile trade, to support their families; and 
exploitation of childhood would be ended. 

Contrary to common opinion, there is no reason why one 
country cannot act alone in breaking down the barriers of trade 
and in stabilizing honest money; and' the United States could 
and should take the initiative. Today especially, when we are 
called upon to help all the world, it is far wiser to build up their 
strength, and far more economical to us to encourage their in¬ 
dustry by buying from them instead of giving them literally 
billions and billions of dollars. Free trade on our part would 
blaze a path which sooner or later other nations would follow. 

Today we practically refuse a gift of much which we want. 
Instead of giving away countless millions and getting nothing 
in exchange, we could receive in payment products which we 
need. Instead of giving money away, something of value would 
be sent us in return, and would practically cost us nothing. It is 
certainly Alice-in-Wonderland reasoning that to ’protect our 
markets” we must accept nothing in return. 

Even our foreign friends are puzzled by our backhand reason¬ 
ing. We have urged Denmark to rehabilitate her industry and 
increase her production of her very excellent cheese, which is 
in good demand here. Now she has done it and, to her surprise, 
although we are lavish enough in giving her money, we refuse 
to buy her cheese. To the Danes, this policy just does not make 
sense—nor does it to the writer. The Danes are an industrious 
and self-respecting people, who prefer to stand on their own 
feet rather than accept charity; and why, when we give them a 
few hundred thousand dollars, we refuse to accept their cheese 
they can’t see. 

As this was written the daily press carried an article telling 
of pressure on the government to make certain purchases of very 
costly heavy machinery in the domestic market, rejecting bids by 
English producers far below our cost figures here. What was the 
result? We increased costs and taxes at home: by refusing to buy 
in English markets we increase the call for foreign aid given to 
that country, and the cost of giving must be partially borne by 
the very manufacturers who hope to profit by selling in a closed 
market. But the worst feature of it all is that by refusing to buy 
from the English, we forced them to sell to Russia, building up 
Russia’s industrial and military strength by refusing to trade on 
fair and equal terms with our English allies. Does it make sense 
to give millions—yes, billions—to foreign governments and then 
refuse them the opportunity to do business with us which could 
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be profitable to us and which would be of tremendous strategic 
military advantage to us, drawing on materials which will other¬ 
wise be sold to unfriendly powers? Would we not do well, in¬ 
stead of giving aid to other countries, to buy from them com¬ 
modities which we need, and particularly which Russia needs, 
endeavoring to absorb the output which will otherwise go to 
potential enemies? 

The folly of "protection,” from another angle, was seen in 
crossing the border from Mexico in the days of the last war. 
We were very short of sugar and of tires, and every precaution 
was taken to restrict consumption and the use of cars. In Mexico 
they had a surplus of sugar and plenty of rubber. An American 
tourist returning tried to bring in fifty pounds of sugar for his 
own use, and he had his tires retreaded just before leaving 
Mexico City. At the border he was told he could not bring in 
any sugar and that a tariff would be imposed on his tire job 
unless he had driven over a thousand miles since the job was 
done—and he had driven about eight hundred. The only way 
to escape a heavy duty was to drive back to Monterey and then 
return to the border with the thousand miles clocked on the 
speedometer. And then, when back in the land of the free, he 
was denied sugar and forced to restrict his driving to save rubber! 
Could anything be more idiotic? 

A word should be said about the tie-up between international 
trade and a stable currency. As it is today, with most of the 
monetary gold shipped over here, we have an excess of gold. 
That means an excess of money and higher prices, because the 
more money we have, the more of it we will give for commodi¬ 
ties we need. Practically the only way that those in Asia or 
Europe can buy from us is by paying us in goods, for they can¬ 
not send us gold; and, with our prices inflated, we can afford to 
pay them good prices for the things we need. Then, ultimately, 
as we pile up a stock of the things we need urgently—and there 
are many commodities which we need for national safety—the 
balance of the ownership of gold may be corrected by our ex¬ 
port of gold to pay for increasing imports. Then all the world 
will be better off and we shall no longer be called upon to sup¬ 
port most of the nations of the earth. 

The tariff, like most of our taxes, is directly inflationary: it is 
so designed, to give our manufacturers a monopoly. Every day 
various interests are appealing to Washington for "protection,” 
and the effect of this "protection” is to give to special interests 
a subsidy through the higher prices they can get, and the benefits 
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to these favored groups are paid by the consumer. Today, with 
prices high, labor scarce, and with almost limitless "defense” 
demands on industry, manufacturers who need a privileged "pro¬ 
tection” should seek to get into strong industries and stand on 
their own feet. 

We have, right here at home in our own land, a striking lesson 
in the wisdom of free trade; for the United States, despite the 
folly of the tariff against foreign nations, is the largest free trade 
area in the world. Through the wise foresight of those who 
framed our Constitution, all tariffs among our states are pro¬ 
hibited, and throughout the length and breadth of our land we 
have free trade. Think what it would mean if each state erected 
a tariff wall against its sister states, and what it would do to a 
touring motorist to require him to make a custom-house declara¬ 
tion and pay duties every time he crossed a state line. A pretty 
mess we would make of it, if New York State, to "protect home 
industries,” should attempt to meet its textile needs by growing 
its own cotton under glass; or if Arizona, to encourage the 
manufacture of automobiles, should exclude the products of 
Michigan by a tariff. This is what we seek to do in international 
trade. 

There is another side to it too, well worth bringing out. The 
protective tariff generally benefits manufacturers at the expense 
of the rest of the people. It is framed primarily with the idea 
of developing manufactures; and the result has been that, again 
and again, it has brought great injury to our agricultural life, 
because it has shut off exports of farm products and increased 
the cost of all the farmer buys. A former Secretary of Agriculture 
is quoted as saying, "The tariff (referring to the Hawley-Smoot 
tariff) has been the most substantial item in destroying the for¬ 
eign market for the product of fifty million acres of farm lands.” 
Again and again we have seen instances of this evil effect of a 
tariff in setting class against class. 

Tariffs and comparable trade regulations, established by Eng¬ 
land, were a primary cause of the American Revolution; and 
many times these interferences with the natural liberties of men 
and freedom of his trade have been provocative of war. In our 
own history it has been much the same. The Webster-Haynes 
controversy and South Carolina’s nullification, back in the eight¬ 
een-thirties, originated in tariff disputes. Bloodshed and civil 
war were averted by only a narrow margin, but seed was sown 
to ripen thirty years later into a fratricidal war. In that conflict 
the tariff played no small part; for although slavery was the 
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vital issue, the argument of States’ Rights was born largely of 
tariff controversy. 

Tariffs and international trade have led to many international 
disputes, and lie back of Russia’s penetration of the Far East. 
How long would our inland states remain content were their 
foreign trade subject to tolls and restrictions imposed by the 
seaboard states, or were interstate commerce taxed at each 
frontier? In the critical formative days of our Republic its very 
birth was threatened by controversies over trade and tariff, as in 
1786 when New Jersey defied the imposition of customs duties 
set by New York. The stupid and disastrous mercantilist policy to 
which we have referred was based upon the principle of ex¬ 
ploiting colonies, using them simply as trade opportunities and 
denying them reciprocal advantages. 

Too often we confuse the causes of war with incidents which 
only bring to flame long-smoldering embers. Much is made of 
the Stamp Act and of the famous Tea Party as causes of the 
American Revolution, but these were only the culmination of 
a long series of oppressions, notably the navigation acts and 
other measures curbing the Colonial trade. No single step would 
do as much to insure the peace of the world as free trade , and 
the time is ripe as never before for the United States to take the 
initiative . None of the benefits of "protection,” even as dangled 
before our eyes by the most ardent advocate, are worth their cost 
in unpaid debts, hopeless inflation, national insolvency, arma¬ 
ments, and blood. 

Possibly the reader may say that the question of war and 
peace is not an economic problem. And yet it is, for today our 
country is very near insolvency and financial disaster because of 
the costs of war. Anything which will promote peace is sound 
economics, as well as sound Christianity. 

QUESTIONS 

Do all countries profit by producing; and, if possible exporting, 
goods which they can make to better advantage than can other 
countries ? 

Do they profit by buying in foreign markets things which can be 
made in other lands more cheaply than at home? 

Can one country sell indefinitely abroad without buying abroad? If 
so, in what will the balance be paid? 

Does a country prosper more by accumulating gold and silver in 
payment for what they export than by taking in exchange commodities 
which they urgently need and cannot produce efficiently? 
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Does experience show that cutting down imports restricts exports? 
Is it wise to encourage industries which need a tariff subsidy at the 
expense of industries which stand on their own feet? 

Is the object of a tariff to inflate prices of favored commodities ? 

Is it just or wise to give some industries special privilege and advan¬ 
tage, to be paid for in higher prices? 

Is a tariff virtually a subsidy? 

Do tariffs and similar restrictions on trade tend to promote ill feel¬ 
ing between nations? Are they sometimes productive of war? 

What would you say of the taxes levied on the American colonies, 
such as the tariff on tea, and of restrictions on our foreign trade by 
the navigation acts? 

Would we profit today by importing from England heavy munitions, 
machinery and defense supplies, even though we could make them at 
home, or do we profit more by forcing England to sell these goods to 
Russia, and giving England cash grants? 

Would it be better if we imported these articles, paying England for 
them instead of giving them money, or are our steel and machinery 
industries so depressed that they must have protection? 

Do we profit more by giving billions to foreign nations outright than 
we would in buying goods from them? 



CHAPTER XXII 


Real Estate Taxation 

HOW A CITY CAN SUPPORT ITSELF BY COLLECTING ITS RIGHTFUL 
EARNINGS AND SOLVE ITS HOUSING AND SLUM PROBLEMS. 


The land is the common heritage of the people and all men have 
natural and equal rights in land. By the term land is meant all 
natural resources. 

Subject to these natural and equal rights in land and in thh 
common ownership, individuals can and must enjoy certain sub¬ 
sidiary rights in land. 

These rights properly enjoyed by individuals are: 

1. The right to secure exclusive occupation of land. 

2. The right to the exclusive use of land occupied. 

3. The right to the free transfer of land according to the 

laws of the country. 

4. The right to transmit land by inheritance. 

These individual rights do not include: 

1. The right to use land in a manner contrary to the com¬ 
mon good of all, e.g., in such a manner as to destroy or 

impair the common heritage. 

All men have natural and equal rights in land. Those rights may 
be exercised in two ways: 

1. By holding land as individuals and/or 

2. Sharing in the common use of the economic rent of land. 

This community created land value can be collected for the use 
of the community by the same machinery by which taxes are now 
collected. That is what is meant by the policy of Land Value Tax¬ 
ation. Were this community created land value collected, the many 
taxes which now penalize industry, thrift and enterprise and stifle 
production could be abolished. 

To deny the validity of common rights in land—in practice if 
not in theory—is characteristic of that disorder of natural society 
commonly called Monopolistic Capitalism. To deny the necessity of 
individual rights is characteristic of modern Communism. 

The exercise of both common and individual rights in land is 
essential to a society based on justice. But the rights of individuals 
in natural resources are limited by the just rights of the community. 
Those who begin by denying the existence of common rights in land 
end by creating a condition of society wherein the exercise of in¬ 
dividual rights becomes impossible for the great mass of the people. 

—Excerpts from Declaration by the International 
Union for Land Value Taxation and Free Trade 
Meeting at Swanwick, Derbyshire, England 
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TTC7E HAVE touched on the question of land and the land- 
W owner in connection with other questions, but taxation 
of real estate justifies a chapter by itself. Land is the primary 
factor in production but only because labor and capital are 
powerless without it, for the landowner as such is not a producer. 

Too often economists overlook the vital part played by land 
and the fact that it differs radically from the other two factors in 
production, labor and capital. The land—the earth as the Creator 
made it—is totally different from everything else; and, although 
the source of all wealth, it is not in itself wealth. These points 
are frequently not understood even by some in high academic 
circles, and, in two widely-used textbooks on economics, neither 
rent nor land appears even in the index. We recall the limerick 
of Professor Harry Gunnison Brown: 

A college economist planned 

To live without access to land 

And would have succeeded 

But found that he needed 

Food, clothing, and some place to stand. 

In everyday language we speak of "real estate/’ an unfortunate 
expression, for it includes two radically different elements, land, 
and improvements such as buildings, growing crops, orchards 
set out, wells dug, mines developed, and the like. These latter 
are true capital. They are the product of man’s labor on the 
earth, and they have exchange value; and, since they generally 
yield a long-time return which is interest, they are capital. The 
expression "real estate” should have little place in economic 
reasoning, for it embraces these two contrasting elements, which 
react entirely differently to economic forces, and Roger Bacon 
was right when he said, some seven hundred years ago: "The 
mixture of those things by speech which are by nature divided 
is the mother of all error." We might as well bracket together 
in thought and discussion, say, music and locomotives! Note a 
few of the sharp differences between land and the improvements 
made upon it. 

The land, with its natural attributes, is a gift of the Creator: 
the building is erected by human labor. 

The land is rigidly limited in area and is fixed in position. 
What we mean by land is often primarily space and location, 
but we can erect buildings till the end of time, granting that 
we have the necessary land and the willingness to labor. 
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The value of land—the fact that it commands a price—is a 
product of social life, originating in increasing numbers seeking 
a share in a common heritage, the services of government and 
the general progress of society. The value of the building, of 
the orchard which we set out, or of the mine which we open up, 
is the product of labor, and its cost is measured in labor and 
drudgery. Robert Louis Stevenson well said: "The cost of a thing 
is the amount of what I call life which is required to be ex¬ 
changed for it ... . the price is paid in labor." 

Nearly every piece of land is in a sense unique, differing from 
all others in natural attributes, location, exposure, climate or 
in a hundred ways, and, in economic language, land includes 
all these qualities, including sunshine and even the intangibles 
of space and location. One definition of land—and not a bad 
one—is that it includes all the physical universe about us except 
man himself. It includes natural hidden wealth, the oil deep in 
the ground, but not the mine which men excavate, or the wells 
they drill. It includes the wild, natural life of the primeval 
forests, but not the crops that we cultivate, the animals we raise, 
or the orchards we set out. In the case of "made land," redeemed 
from the sea as in Holland, or swamps filled in and drained, we 
must first have the space, and that is land, and we must then 
improve it by our labor. These improvements are capital and 
earn interest and not rent. If a dam or a pier or a great building 
has a peculiar value because of location or natural advantages, 
that special value is an attribute of the site, but the value of what 
is achieved by man’s labor is capital. 

Since land is limited and each piece unique, land is susceptible 
of a monopoly in a way quite different from the monopoly of 
man-made commodities, and, because of special and peculiar 
qualities, land responds to taxation in a way totally different 
from the ordinary articles of commerce, and must therefore be 
considered by itself. 

Generally prices are fixed by costs in money, or in life and 
labor as Stevenson puts it. This is a general rule, but there is an 
exception. There are some things which cannot be produced 
today, and therefore there is no stabilizing factor of supply, in¬ 
creasing or shrinking according to demand. How is it with such 
things as rare postage stamps, a treasured autograph, a real 
antique, or an "old master"? Such things are priced solely on 
the basis of rarity and men’s desire for them, with no reference 
whatever to production costs. If you buy a folio Shakespeare, 
the very rare autograph of the "signer" Gwinnett, which sold 
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recently for thirty thousand dollars, or an Eliot Bible, you are 
not paying for paper and ink; and if you buy a Rembrandt 
painting, what you pay has no relation to prices of canvas and 
paint. The price of ordinary commodities on the market is fixed 
by supply and demand; but, in the case of these rarities, supply 
is rigidly fixed: demand is the only variable and that alone 
determines price. 

Ordinarily, taxes on commodities, or on their production, are 
a part of costs and must be covered in price. Otherwise, the 
producer will be out of pocket and will quit, until demand and 
production are again balanced, and production can be profitably 
resumed. Therefore, most taxes are passed on to the consumer 
in higher prices and finally re-collected from him. They are, 
of course, inflationary. In the case of such rarities as we have 
mentioned, and in the case of almost everything which cannot 
be produced today, it is very different. The seller charges all 
he can get. He can’t hold up prices by shutting down his factory 
and stopping production, and he can get no more if these rarities 
are taxed than if untaxed; so a tax levied on them v/ill not 
increase the price. Quite the contrary: with no elasticity of pro¬ 
duction and supply, to keep things in balance, a tax on such 
things tends to depress rather than increase the price. 

To illustrate the workings of this principle—and it is most 
important—consider a tax on books. What you pay for such a 
book as this will cover all costs of production, we hope! If it 
does not, the publishers will be first out of pocket and then out 
of business. The price finally paid must cover all costs, labor, 
paper, ink, binding, sales costs, and taxes, and it must cover all 
these components from the very start—from the time the trees 
are felled in the forest to make the paper, and metals mined 
and smelted to make the type—and it must cover every tax 
levied all along the line, and there are literally hundreds of 
them, and a proportionate share of all of them must be paid 
by each buyer. 

In the case of the rare first edition, it is very different for 
production costs are no factor. If the book, or its ownership, 
must bear a tax, it becomes less desirable; and, should such books 
be taxed heavily enough, no one would want to own them. If 
the tax became prohibitive, all such rarities would find their way 
either into the trash heap or into tax-exempt public libraries 
or museums, and the actual market price of these things would 
shrink enormously, perhaps to zero. 



208 


Common-Sense Economics 


This principle has very vital application in the case of the 
taxation of what we call real estate. The land, being limited, 
when taxed commands no great price; in fact, taxation of land, 
other things being equal, which they generally are not, will 
probably mean a lower sales price, just as in the case of the rare 
book. However, the tax on buildings increases their costs, for 
men will not erect them unless they can get, either at sale or in 
"rent” (although it is really interest), enough to reimburse 
them for all costs including taxes. 

Understanding this, we can see why a tax on the building, 
or on comparable improvements, must be re-collected from the 
tenant in what we call his rent, whereas a tax on the site does 
not increase the charge to the tenant but comes out of the 
pocket of the landlord finally and positively. It is just as it was 
with the book. If he cannot reimburse himself for the tax on 
the building, he will cease to build and perhaps even tear down 


FROM SPEECHES OF THE RT. HON. WINSTON CHURCHILL, 
PRIME MINISTER OF ENGLAND 

Some years ago in Lo?idon there was a toll-bar on a bridge across 
the Thames, and all the working people who lived on the south side 
of the river had to pay a daily toll for going and returning from their 
work. The spectacle of these poor people thus mulcted of so large a 
proportion of their earnings appealed to the public conscience, an 
agitation teas set on foot, municipal authorities were roused, and at 
the cost of the ratepayers the bridge was freed and toll removed . All 
those people who used the bridge were saved 6d. a week. Within a 
very short period from that time the rents on the south side of the 
river were found to have advanced by about 6d. a week, or the amount 
of the toll which had been remitted. 

And a friend of mine was telling me the other day that, in the 
parish of Southwark, about 350 pounds a year, roughly speaking, was 
given away in doles of bread by charitable people in connection with 
one of the churches, and, as a consequence of this, the competition for 
small houses, but more particularly for single-roomed tenements, is, we 
are told, so great that rents are considerably higher than in the neigh¬ 
boring district. 

All goes back to the land, and the landowner, who, in many cases, 
in most cases, is a worthy person utterly unconscious of the character 
of the methods by which he is enriched, is enabled with resistless 
strength to absorb to himself a share of almost every public and every 
private benefit, however important or however pitiful those benefits 
may be. 
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to cut the tax bill, but for the use of land he is already charging 
all that he can get, and the tenant will pay no more whatever 
may be the taxes. 

This may not be clear at first, but think it over and you will 
accept it, as do practically all economists. The principle is well 
illustrated in a very practical way by the renting of space in 
parking lots. The owner charges all the traffic will bear, and 
this is determined by congestion in the streets, parking regula¬ 
tions, the number of cars, location, and a hundred considerations, 
but not by taxes on the lot, and, if these are increased, the charge 
cannot be correspondingly raised, for it is already "all the traffic 
will bear." The owner of the lot has the choice of three courses. 
He may be content with his diminished returns, or he may build 
upon it, or sell. 

These differences in the nature of what the tenant pays, for 
the use of the house and for the use of the land on which it 
stands, explain the expression "economic rent" or "ground rent," 
by which is meant what is paid for the use of the site, excluding 
what is paid for occupancy of the building. Strictly speaking, 
only this ground rent is true rent, for the earnings of a building, 
which is capital, are interest. 

It is evident that taxes levied on site and on building have 
very different effects, and this is one reason why it is folly to 
bracket the two elements together in the expression "real estate." 
Yet we do it constantly; and, in most of our cities, what we call 
real estate taxes are the major source of revenue, levied in 
ignorance of this important principle. 

In recent years there has been some growth in understanding 
of the significance of these two elements, and we generally have, 
in the cities at least, a separate assessment of site values and of 
improvement values. However, we commonly tax them both 
at the same rate and in the same way, although in some states 
and in some cities they are beginning to see the wisdom of 
discrimination. It is sometimes argued that whether we tax the 
site or the building, the landlord must re-collect the entire tax 
bill from the tenant, but this simply is not true. Since the tax 
on the building is passed on to the tenant, it is directly inflationary 
and increases his "rent" bill, whereas the tax on the site rather 
than the house has no such effect. Therefore, it is to the common 
interest to tax the site rather than the house, for this will mean 
lower "rents." It is wisdom, particularly in cities, to levy the 
entire tax, which we call a real estate tax, upon land values alone, 
freeing the buildings entirely. 
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Such a change would practically amount to the collection of 
ground rent for the support of government and would make 
possible the abolition of true taxation in very large part, for the 
collection of ground rent is a very different thing from a tax. 
The argument for the change is that this ground rent, in theory, 
really belongs to the community and should be returned to the 
people through the services of government. When any such 
proposal as this is made, we immediately hear a hullabaloo about 
confiscating land, robbing the landlord, and socializing the land, 
but these expressions show failure to grasp the proposal and 
its significance. With this collection of ground rent would go 
the untaxing of all improvements on the land, the house you 
build, the mine you develop, the well you drill, the orchard you 
plant. These things would be tax free, and justly so, for they 
are the product of individual labor. On the contrary, the fact 
that land will command rent is due entirely to society at large, 
the pressure of population, the growth of numbers, the services 
of government, and the advance of civilization, and therefore 
may be taken with perfect justice. It is not truly a tax, for a tax 
is an arbitrary exaction for the support of government: it is pay¬ 
ment for services and benefits conferred by all the people. 

Since all wealth comes from the land, whatever is taken for 
the support of government must be raised by a levy either on 
land values—and that is ground rent—or a levy on what is 
done with or to the land, the buildings erected, grading and 
excavating, the crops and trees planted. The landowner simply 
cannot escape, and he will fare far better if the ground rent is 
taken by the state than if he is taxed on the use to which he puts 
the land. Were the entire ground rent taken in lieu of taxes, 
it would reduce the sales price of land, possibly almost wipe it 
out, but it would increase tremendously the use-value of land, 
the benefit which results from ownership, tenure, occupation and 
use. Therefore, the landowner, if a land-user, would gain far 
more than he would lose. This argument we will elaborate a 
little further, as we go on. 

Look at it in another light. The building, the orchard, or field 
crop planted, the shrubbery around the house, the well dug or 
the mine discovered, opened up and developed—these things 
are all the product of individual personal life and labor, paid 
for by human effort either mental or physical. By every standard 
of right and fair play they belong to the man who produced 
them, by toil of either brawn or brain. It is therefore unjust 
to deprive him of their value, in whole or in part, through 
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taxation. Such confiscation can be excused only under the gravest 
conditions when the welfare, or perhaps the very existence of 
all, demands the sacrifice not only of property but of life itself. 

But government must be supported, although not such ex¬ 
cessive government as we have today, often transgressing con¬ 
stitutional warrant and costing ruinously. However, even reason¬ 
able government, assuring protection and supplying the con¬ 
veniences of civilized living, costs plenty and must be provided. 
If we are not to confiscate the products of personal labor, in part 
or in whole, how shall we finance it? The answer is simple: 
collect ground rents, a fair and reasonable payment for whatever 
share of our common patrimony from the Creator we hold for 
private benefit and advantage. Applying this to our common 
needs, through that great cooperative, mutual enterprise which 
we call government, it will be returned in service to all. 

Remember too that the value of land, which is the origin of 
true rent, is the product of society, government and the common 
life, and the only way we can free what is justly private property 
from the confiscation which we call taxation, is to collect for 
common use, this income created by all. 

When any such proposal is advanced, we immediately hear 
two cries: it is the doctrine of Henry George, or it is the “single 
tax,” but the wise student will not be prejudiced by any tag or 
label but will weigh each proposition on its merits and determine 
its wisdom or its folly accordingly. The proposal is consistent 
with the teaching of Henry George, often described as the 
"single tax,” but the proposition to collect ground rent, instead 
of levying taxes on use and improvements, is no more the fullness 
of George’s philosophy, or the "single tax,” than moderation 
in the use of alcoholic beverages is prohibition. 

To George’s basic thesis we give allegiance, but he did use 
some unfortunate expressions, and made some serious slips. He 
talked about "making land common property” and "destroying 
property in land,” but taking these phrases out of context gives 
as false an impression as does the quotation by the atheist of a 
phrase, which he said proves that the Bible taught atheism, 
quoting, "The fool hath said in his heart there is no God,” but 
leaving out the first part of the sentence! 

The program of George is sometimes confused in the public 
mind with proposals to nationalize land, which means taking it, 
by seizure or by purchase, and then redistributing it to all the 
people, or letting the government become the universal landlord 
leasing it out. Any such proposal is folly. Seizure is frequently 
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advocated as an answer to the land problem, especially in other 
countries of which we know nothing and where our own interests 
are not at stake. There could be no greater mistake, and there 
is no element that the writer knows, more opposed to any such 
idea than those who understand the teaching of Henry George. 
George himself says: "I have never advocated the taking of 
land by the state or the holding of land by the state.” 

The program of seizure has been frequently advocated in 
Italy, Egypt, Mexico, Japan, Korea, and in many other lands, 
but the writer has seen its baneful influence in one or two places, 
notably in Mexico, where seizing the huge plantations and divid¬ 
ing them among the peons, who formerly worked them, has 
brought disaster. Many of these lands, notably in the State of 
Vera Cruz, are adapted to peculiar forms of agriculture, such 
as the growing of sugar cane and of cordage crops, and these 
things must be grown on a big scale to be profitable. 

Were the Georgist program in force in these districts, it would 
result in a vastly increased public revenue, for the ground rent 
on some of this very fertile land would be tremendous; and, 
with the relief of a heavy tax burden, there would be a great 
increase in the growing of these crops. The expensive machinery 
would all be tax free, higher wages would be paid the peons 
who do the work, and there would be greater profits for every¬ 
one. As it is, under a plan of seizure, they have virtually killed 
the growing of these highly profitable crops, and many peons 
are now practicing on their individual holdings small scale farm¬ 
ing operations, often far from profitable. 

There are some minor fallacies in George’s teachings. We 
question his stand on some money questions and repudiate his 
plea for the socialization of public ownership of the utilities. 
George also maintained that progress acts like a wedge, lifting 
the more fortunate to a higher standard of living and forcing 
the poor lower and lower. This we question. It may sometimes 
act that way, but it seems that today the tendency is to despoil 
the prosperous and well-to-do and to enrich the poor, the thrift¬ 
less, and the lazy. His proposal is generally known as the "single 
tax,” because George, perhaps injudiciously, suggested that all 
taxation other than collection of ground rent should be abolished; 
but the phrase, the "single tax,” has been dropped by many who 
are most familiar with George and his teachings. The writer, 
however, does believe that the transfer of the burden of taxation 
—if we so like to call it—would accomplish a great deal; and, 
coupled with a return to constitutional limitations on the powers 



Real Estate Taxation 


213 


of the federal government, would make most of our taxes un¬ 
necessary. It is the first and most necessary step in tax reform, 
and essential to the abandonment of our present Marxian idea 
of taxation “'according to ability to pay.” 

QUESTIONS 

What are the two constituents of real estate? Are buildings and sites 
different: (1) in origin, (2) in the factors giving them sales value, 
(3) in capability of expansion, (4) in lending themselves to a 
“monopoly” ownership which cannot be broken by increased produc¬ 
tion ? 

Do you believe that the earth and its natural attributes were created 
for the benefit of one group or class so that they may exploit the 
dispossessed? 

Is it necessary to respect titles and tenure of land, in order to protect 
the worker in values which he creates by building, grading, digging, 
planting, etc.? 

Could the exploitation of those who have no ownership in the earth 
be compensated for justly by collecting all ground rents, and returning 
them to all the people in the services of government, granting corre¬ 
sponding decrease in taxes on labor and its products? 

Why is a tax on buildings “passed on” and re-collected from the 
tenants? 

Why is not the tax on sites “passed on” and re-collected from 
tenants? 
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City Taxation 

HOW A CITY CAN MAKE IMPROVEMENTS PAY FOR THEMSELVES 
AND HOW IT CAN BECOME SELF-SUPPORTING. 


The following conversation between William H. Seward, Secretary 
of State under Lincoln, and Andrew H. Green, a distinguished citizen 
of New York, is recorded in the book, A War-time Statesman, by 
Mr. Seward*s son. 

Taking up a corporation report, Mr. Seward said: 

,f Mr. Green, here is something which you can comprehend but I 
confess I cannot. Here is a great corporation which, by its report, 
shows it is well managed and profitable and pays all its expenses. 

et Now, the city of New York is a corporation which has vastly 
more property and resources in the way of real estate, streets, 
franchises, docks and wharves, buildings, rents, licenses, powers and 
privileges, than any other corporation possibly can have. And yet it 
cannot pay its own expenses! It has to ask the individual taxpayer 
to go down into his pockets and take out of his personal earnings 
a yearly contribution, in order to keep this gigantic corporation on 
its feet. Why should not the city of New York pay its own expenses? 
Why should the individual taxpayer be called upon at all?** 

To this Mr. Green replied: 

"Mr. Seward, you are right! The problem is one that I have worked 
on over many years. The city of New York has given away more 
than enough to pay its expenses many times over. But the citizens of 
New York don*t see it, either because they are too careless, or too 
ignorant, or too unpatriotic, or don*t care. Whichever it is, the 
fact remains that they don*t correct it, or don*t want to.** 

T HERE are many reasons why this principle which George 
advocated is particularly applicable to urban land. In the 
cities, the relative value of improvements is far greater in pro¬ 
portion to site than in the country: therefore, landowners would 
gain by exempting from taxation the greater element and increas¬ 
ing the collections from the less valuable element. It is also 
easier in cities to disentangle the man-made improvements and 
the natural qualities of land. It is not too difficult, but it would 
be more complicated, to determine how much of the fertility 
of a farm is due to the wise practice of the operator and how 
much to natural endowment by nature, and it is hard to say 
sometimes whether trees are a natural wild growth or whether 
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they have been set out by those who labored the land years ago. 
Similarly, with some improvements, drainage, grading, and 
excavating. These qualities are hard to appraise and it is not 
always easy to say what is the work of nature and what is the 
work of man. The principle is equally applicable to rural and 
to city lands, but we would do well to begin with the cities. 

Aside from the ethical argument, there is much to be said in 
favor of the program, especially as applied to cities. Consider 
some of the arguments advanced for and against this proposal. 

It is said that even in the case of city land it is hard to differen¬ 
tiate between man-made improvements and site values, but it is 
done every day. It is done on assessment in all progressive cities; 
and, in many communities, the building is owned by one owner 
and the site by another, the building being erected on land leased 
for a long period of years. This is true of such great buildings 
as the Empire State Building, Rockefeller Center, the Chrysler 
Building, of many buildings in Chicago, and a still greater 
proportion of buildings in Baltimore. There is no difficulty in 
disentangling ownership of the two elements of real estate. 

Another objection advanced is that it is unjust to the land- 
owner. He has bought his land in good faith, and it is unfair 
to put a large part of the burden of supporting government on 
his shoulders. To this our answer is that generally the landowner 
will fare better if he parts with his ground rent and has complete 
exemption for buildings and all other improvements, than under 
today’s tax program. As a matter of fact, in the cities, heavy 
taxation of buildings often makes them utterly profitless, and 
frequently good and serviceable buildings, for which there is 
a real need, are torn down for no other reason than to reduce 
the tax bill. Generally, city land brings little return unless it is 
built upon; and, if our tax system is such that it does not pay 
to build, as is often the case in cities, the land itself yields no 
return and becomes valueless. Herein lies the explanation of 
many forced tax sales and the forfeiture of land for non-payment 
of taxes; the taxation of buildings is so heavy that it amounts 
virtually to prohibition of building. Without buildings, the land 
can bring in no revenue; so its value is wiped out ana the owner 
forfeits it rather than pay taxes on it. 

Of this principle the writer had a good example in his own 
experience. He owned a good but obsolete house in an excellent 
location where there was a great demand for living accomoda¬ 
tions. The property has frontage on two good residential streets, 
but the house is seventy years old and not in keeping with the 
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needs of today. The tax on this property was about twelve hun¬ 
dred dollars; and, had the entire ground rent of the property 
been taken in lieu of taxes throughout this city, it would have 
resulted in increasing the tax on the property by about two hun¬ 
dred dollars. In the opinion of real estate operators, the site 
would have justified an apartment house development costing 
half a million, or perhaps a million dollars. If such development 
were tax free, what would an addition of two hundred dollars 
to the tax on land values have mattered had a million dollar 
oroperty, which would today be taxed nearly fifty thousand dol- 
ars a year, been exempt? Erecting such a building would have 
:>een highly profitable, and would have made the holding a 
source of generous income. As conditions are, the earnings 
would not cover interest on the cost of the building, plus a tax 
of fifty thousand dollars on the building, and these two charges 
would eat up all revenue which might be expected. In this city 
the tax rate just about equals the current interest rate on building 
mortgages, each being about four and one-half percent. This 
means that the taxing of buildings doubles the overhead, which 
must be met before the owner gleans any returns; and this, as the 
author knows from experience, often precludes any building. 
Cut this overhead in half, and then the owner could himself 
pocket this second four and one-half percent and building would 
boom. 

After fussing with this property for some years, and getting 
tired of paying taxes, with practically nothing but tax bills in 
return, we sold the property at a ridiculously low price, taking 
a fearful licking. Had our tax bill been increased by two hundred 
dollars, with exemption given to improvements , the property, 
which was sold for a song, would have been a valuable and 
profitable holding, and a real contribution would have been made 
to the city's housing problem. Therefore, when it is argued that 
our proposal would be unfair to the landlord, the writer harks 
back to his own unfortunate personal experience. 

In the case of the out-and-out speculator, the proposition is 
different. In the city where the writer lives, were we to levy 
only on land values and free all improvement values, if we are 
to provide the present city budget, it would be necessary to 
collect in ground rents a trifle more than twice what we now 
collect in taxes on sites. Applying this principle to some new 
speculative "divisions,” where real estate operators have bought 
farm land and divided it into building lots, shows how the 
proposition would work with such speculators, 
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We have in mind a tract of thirty such lots which the operator 
has been unable to sell, for the same reason that my own property 
showed such a loss. The tax on buildings is prohibitive, and no 
one can afford to build. Therefore, the lots are a drug on the 
market: only one or two have been sold, and the rest of the lots 
are in forfeiture for non-payment of taxes. The tax on each lot 
is about eighteen dollars a year, and yet the owners cannot pay 
even this nominal sum. To provide the present budget, exempt¬ 
ing improvements would necessitate that the amount collected 
as ground rent be a little more than doubled, and the city would 
get about forty dollars for each lot, whereas today it attempts 
to collect only eighteen dollars and can’t collect that. 

The owners would be far better off. These lots would justify 
the erection of fifteen-thousand dollar houses, and if the owner 
escaped the tax of about seven hundred dollars, today levied on 
such a house, an increase of the tax on site from eighteen to forty 
dollars would be as nothing. 

Such speculators would profit by the change, but there is 
another type of speculator who would be caught. He is the dog 
in the manger who holds the vacant lot, or an old slum property 
encumbered with a ramshackle old fire-trap, breeding vermin, 
disease, delinquency, crime and death, unwilling either to im¬ 
prove it or to sell it. Such a speculator, who does nothing for 
the city, who houses no one, employs no one, and produces 
nothing, only holding a valuable possible asset out of use, would 
be badly caught. He would have to sell, or improve if he would 
continue to hold the property; but why worry about him? Is it 
not better to penalize those who hold back progress than to 
penalize those who truly make the city? 

A great argument for the proposal is that it would solve the 
housing problem. Certainly we would be quicker to build untaxed 
houses than heavily taxed houses. Furthermore, the increased 
tax on the sites will bring unused land, such land as that held 
by the dogs in the manger referred to, on the market, and it will 
be easier to' acquire a site. The fact that the tax is levied only 
on land value and not on the building will incline would-be 
homeowners to purchase lots in less congested parts of the city, 
where they can buy at a, moderate price, and to spend more 
money on the house. This will mean a more uniform develop¬ 
ment of the city and better construction, with reduced fire risk 
and less health hazard. To this argument the opponent answers 
that we can meet the housing problem by publicly-financed 
housing, but this program calling for untaxed publicly-owned 
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housing, which competes most unfairly with private enterprise, 
works a great hardship on the taxpayer. 

It is also said that our program would result in over-building 
our cities. This seems on the face of it nonsense, for most cities 
are terribly underbuilt. There is a great scarcity of desirable 
housing, and there is a great overplus of obsolete rookeries and 
fire-traps, which should be displaced by modern buildings, and 
which would be displaced if we did not penalize building. We 
see no reason to suppose that anyone would build a house unless 
it was a sound proposition: he would naturally consider it and 
weigh the pros and cons before risking his money. Why should 
there be over-building? 

As we have seen, this program would result in a greater diffu¬ 
sion of population and in less congestion. It is sometimes said 
that in the congested parts of the city, there would be a scarcity 
of parking lots, for everyone would build to the limit. The 
lessened congestion, which the change would promote, would 
help, but probably the answer to the parking-lot problem is for 
the city to buy slum properties, and properties which are today 
a disgrace, raze the buildings, clear the spaces, and lease them 
to operators as parking lots. In Riverside, California, such a plan 
has been most successful, parking lots having been provided by 
money collected by parking meters. Under our proposal, it will 
be easier for the cities to buy such properties, and many will 
come on the market. 

Another argument in favor of the program is that all wise 
public improvements, new streets, better pavements, water sup¬ 
ply, sewers, street lighting and even more indirect improvements, 
such as schools, fire-houses, police and sanitation services, play¬ 
grounds, libraries and the like all add to the value of the land. 
Any real estate operator knows this. We see, as this is written, 
an increasing demand for property, and at higher prices, on an 
avenue in New York City, recently greatly improved by the re¬ 
moval of an elevated railroad. As soon as anything of this sort is 
proposed, land values immediately sky-rocket. 

Had the greatly increased ground rent, which resulted from 
the first subway in New York, been taken for taxes, it would 
have more than paid for the subway in a very few years. This 
simple fact, and fact it is, shows conclusively how land values 
are the result of social life and activity and how, by the collec¬ 
tion of the increased ground rents, such improvements can be 
readily made to pay for themselves. They could be made not 
only self-liquidating but often highly profitable and, had New 
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York City accepted such a program, or were it to accept it even 
yet, the profit of the subways would be returned to the city in 
ground rents collected, and we would hear far less of labor dis¬ 
putes, fare increases, and general wrangling regarding transit 
in that great city. 

In Paris, by a somewhat similar plan, the city paid the enor¬ 
mous expenses for cutting through the Avenue de 1* Opera, meet¬ 
ing not only the expenses of this great improvement but yield¬ 
ing a substantial profit to itself. We are convinced, from careful 
study of the figures, that the subways of a great city, and bridges, 
such as the bridge across the Hudson in upper New York or a 
great viaduct in Toronto, and many similar undertakings, could 
be made a source of positive income to the cities, were we to col¬ 
lect the greater ground rents which they create. 

We have said that we do not go along with some Georgists 
in the acceptance of the expression ''the single tax,” for we be¬ 
lieve that other taxes would be necessary, especially in this day 
and age when all the world seems prepared to fly at each others 
throats and when the expenses of war and preparations for war 
are so terrific. However, were we to collect a fair return on the 
land values we create, it would be possible to abandon all other 
city taxes and to end all subsidies to cities from state or national 
government. There would be a good overplus which would make 
possible tremendous improvements in the cities, or which might 
be used in contributing to the state expenses, thus reducing 
state taxation. Ultimately, if enough resulted, it might be possible 
even to substitute a share of such taxation for some of our 
national taxes. This may be improbable for many a year to come, 
but the national government would profit greatly from the 
change, even if applied only to the cities and perhaps some other 
local units of government, through the letup in the demand for 
subsidies from the national treasury. 

That George’s proposal is sound is demonstrated by experi¬ 
ence in Denmark and Australia and in British Colonies of Africa, 
but American progress has been slow and fragmentary. In Pitts¬ 
burgh, citizens took a partial step, making a fifty percent change 
in city taxation with success; for some reason, unknown to us, 
they have not gone further but attempts to repeal this legislation 
have always been rejected by overwhelming vote. The Pittsburgh 
experience led the State of Pennsylvania to pass legislation, re¬ 
quiring cities to assess land values and building values separately 
and permitting them to tax these two classes of values at what¬ 
ever different rates they may establish. This was passed, on the 
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strength of the Pittsburgh experience, unanimously in the Senate 
and with only a few dissenting votes in the House. 

Frequently cities, and sometimes states, have exempted new 
industrial plants and factories from taxation in order to attract 
them, and the latest studies at hand indicate that about one-third 
of our states follow such a program. Frequently assessors dis¬ 
criminate in favor of new industries coming to their cities, a pro¬ 
cedure not strictly legal but accepted by common consent. The 
flight of industry from the North to the South is partly induced 
by these considerations. The idea is sound, but it is unjust to 
exempt only new properties and to expect the old-established 
businesses to compete with newcomers granted tax advantages 
denied to the old timers. There should be no discrimination. 

Sometimes new housing is also exempted. Where exemption 
is granted only to new housing, it puts older properties at dis¬ 
advantage, and the competition of the new and more modern 
dwellings leads to more rapid obsolescence and depreciation of 
the old. Of course, too, it means higher taxation, for every piece 
of taxable property must be taxed a little heavier to make up 
for what others do not pay. The exemption of "public housing,” 
paid for in large part by the taxpayers, subjects the holders of 
older properties to the competition of untaxed properties for 
which they are compelled to pay as taxpayers. Some students 
of the housing problem go so far as to say that "public” housing 
accomplishes absolutely nothing, for the handicaps which it im¬ 
poses on private enterprise so reduce independent building that 
there is no real gain in meeting the housing problem. The answer 
is simple: take the tax off the things that we do want—new and 
better houses—and impose a heavier burden on land values, to 
discourage holding land vacant or occupied by old slums and 
fire-traps. Doing this the cost of housing will be so reduced that 
none will be compelled to live in squalor. 

The method of putting the plan into effect is simple; transfer 
the tax burden from improvement values to land values, reducing 
the tax progressively on the former and increasing it on the latter 
in whatever proportion is necessary to provide the required 
budget. To avoid dislocation of values, resulting from the change, 
and to give opportunity to adjust to the change, spread it over 
a period of years. 

As a practical example, consider New York City. In the Bor¬ 
ough of Manhattan improvement values are only slightly in ex¬ 
cess of land values, taking the totals for the city as a whole. 
Cut the tax on improvements by ten percent a year for ten years, 
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increasing the levy on land values to compensate for the loss in 
revenue resulting from untaxing the buildings. If we cut the 
taxes on buildings by ten percent and increase the tax on land 
by ten percent, we would not raise quite the present budget but 
increase the latter by eleven or twelve percent and the borough 
could easily provide its present budget and have a surplus, to 
meet the dangerous financial conditions now prevailing in the 
metropolis. 

If we take the city as a whole, including all boroughs, reducing 
taxes on buildings by ten percent a year, it will be necessary to 
increase the levy on land by about fifteen percent each year to 
provide the present budget. The figure is higher in the case of 
the metropolis than in the case of the Borough of Manhattan 
because of the relatively higher ratio of improvement values to 
land values. If this seems an abrupt increase of taxes on land 
there are factors which will make the change no more burden¬ 
some than the more gradual change in Manhattan. It is impossible 
here to get into a discussion of mathematics and details; but the 
principle is that, where the ratio of improvement values to land 
values is high, a greater proportion of the holdings are ade¬ 
quately improved. While the tax on land will go up more 
rapidly, compensating reductions on the greater values of im¬ 
provements will more than compensate. 

There is reason to believe that the change proposed will 
actually increase the true value of the land, and this is borne 
out by experience in other lands. Freedom to build and improve 
more than compensates for increased levy on the site, but note 
when we talk of true value, we mean what the land-user is willing 
to pay for tenure and occupancy, not the sales price, which will 
shrink and may ultimately vanish, ending land speculation and the 
inflation of land prices. There will be no profit in merely buying 
and selling land, but vastly more profit in owning it and putting 
it to untaxed use. 

To put the program into effect three steps are generally neces¬ 
sary: (1) state legislation requiring, where they do not already 
have it, separate assessment of land and improvement values and 
permitting cities to tax the two classes of values at whatever 
different rates they may see fit to establish; (2) local legislation 
providing for overhauling city, county and local tax systems, 
reducing taxes on improvements until abolished, and increasing 
levies on site values to compensate; (3) legislation requiring 
that land be assessed at its full value, reached by capitalizing 
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the full ground rent regardless of whether it goes into private 
pockets or into city coffers. 

We have discussed real estate taxation primarily as a local 
tax because, generally speaking, these taxes are assessed by cities, 
towns, and counties rather than by the larger units, although 
there are often state taxes in addition to local taxes. The prin¬ 
ciple we advocate might well be extended, for a sensible tax on 
land values could be easily made a source of revenue to the 
state and might be used for highway construction. 

That improved highways bring increased development and 
higher prices is beyond question. We see it constantly and it is 
universally recognized. We even note, what is to the writer a 
pec uliar ly irritating instance, that roads which have been but 
little traveled are plastered with billboards as soon as they are 
improved. Obviously these improved roads add to the value of 
the land, for billboard sites often command a high rental. 

The new super-highways illustrate this principle because many 
industries wish to locate their plants along them to save in 
trucking and because, in some cases, a better highway enables 
them to attract employees from greater distances than would 
otherwise be possible. 

It is said that a new Massachusetts highway through the out¬ 
skirts of Boston brought to that district at least a hundred million 
dollars worth of new industrial plants and shopping centers. 
Land values near super-highways often show a tremendous in¬ 
crease. There is a twenty-three acre area close to the New York 
State Thruway, formerly valued at a hundred dollars an acre, 
but which sold for two thousand dollars an acre after the highway 
was constructed and, on the northern Sacramento highway in 
California, land has risen from six hundred dollars an acre up 
to ten thousand dollars. 

The same effects are seen in the neighborhood of the New 
York Parkways. It is beyond dispute that, when this great in¬ 
crease in values is created by the state at the expense of its 
citizens, it would be only just for the state to collect a return 
on it. Today, with our program for highway improvement, there 
is much talk about how it should, be financed. Would not a state 
tax levied on neighborhood land, which shows an increase in 
value, be a just method? We note too that in the present proposal 
for the highway program it is suggested that all tolls be abol¬ 
ished, but we see no reason why some of these roads should 
not be toll roads. Is it not fair to adjust their cost in proportion 
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to the use that men derive from them? This is a good question 
to consider and to debate. 

QUESTIONS 

Considering the value of city lands, and of utilities financed by tax¬ 
payers (such as water-supply, drains, schools, etc.) would it seem that 
this great investment might earn an income sufficient to support the 
city, making true taxation unnecessary? 

Does taxation of buildings reduce the profit derived from them and 
discourage their erection? 

Would untaxing buildings presumably make them cheaper, make 
rents lower, and make their construction more profitable? 

Would heavier taxation of land discourage holding it idle and tend 
to bring it into profitable use? 

Would the owner of land in the city be more tempted to hold it 
idle, in the hope of garnering unearned increment, if the land is taxed 
at a low rate or at a high rate? Would taxing it at a high rate tend to 
check land speculation? 

Would high taxation of land values and low taxation of buildings 
promote the improvement of land and ease the housing shortage? 

Would placing the entire burden of realty taxation on land values, 
freeing all improvements, encourage prospective builders to spend 
more on building and less on sites, and lead to a better balanced 
growth of the city? 

Would it discourage holding firetraps, old rookeries, and slum 
buildings, yielding a small return, and lead to the improvement of 
slum and blighted areas? 

Would untaxing improvements and putting all the tax on land 
values encourage better buildings, safer, better-equipped and fireproof? 

Today we are attempting to meet housing with what we call "public 
housing” 'generally granted complete tax exemption. If private enter¬ 
prise could meet our needs without any burden on taxpayers, and if 
private enterprise would pay substantial taxes on the land occupied, 
would we be better off? 

Is it just to tax our people today to provide better housing for others 
than many can afford for themselves? 

Should our cities consider the wisdom of taxing things which they 
do not want, useful land held idle, slum dwellings, firetraps and the 
like, and relieving from taxation housing which we urgently need? 

Would the same policy be an incentive and encouragement to new 
industries to locate in the city? 
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Figures, Fallacies, and Frauds 

SOME FALLACIES OF STATISTICAL OPERATIONS; AND SOME 
IN REASONING. 

Figures often beguile me, particularly when I have the arranging 
of them myself; in which case the remark attributed to Disraeli 
would often apply with justice and force: "There are three kinds 
of lies: lies, damned lies, and statistics 

—Mark Twain in his Autobiography 

"What is an average? 

It is merely a mathematical calculation—and often a false one at 
that. The average doesn't actually exist. Statisticians are always talking 
about the "average man." Did you ever see one? 

I suppose the average height of people in the U. S. A. is about 
$y 2 feet. On that basis, all mattresses should be S 1 /? feet long. 
What’s our average age? About 35? Then there is no need to manu¬ 
facture baby carriages or wheel chairs. A famous man once remarked 
that it was easy to drown in a stream with an average depth of 
six inches. 

An average is a dangerous thing—as was learned by. the fellow 
who wasn’t afraid to try going over Niagara Falls in a barrel, 
because, on the average, not one person out of fifty million had 
died doing it. 

—R. C. Trundle in Trundle Talks 

S TATISTICS are the bookkeeping of political economy, and 
many suppose that, if figures can be produced to support an 
argument, the case is settled. There is an old saying that "figures 
do not lie but liars can figure,” and they often produce figures 
that are a mass of trickery and deceit. The subject of statistics 
is too broad for discussion here, but we touch on a few aspects 
to put the reader on guard against common fallacies. 

Consider a few fallacies which are all too common in statistical 
operations. Statements of ages made by women are always 
seriously below the truth and sometimes a definite scale of per¬ 
centages is used in correcting age figures reported in some ques¬ 
tionnaires. Replies to questions from college graduates regarding 
earnings and incomes present averages far from the truth. The 
reason is obvious: the successful reply to such questionnaires 
and the failures do not; and incidentally, prying generally leads 
to an over-statement of success. On the contrary, if such state¬ 
ments are prepared for the purpose of qualifying for pensions 
and benefits, these figures are often under-stated. Similarly prop- 
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erty values and incomes may be over-stated when seeking credit 
and under-stated when they may be used for purposes of taxa¬ 
tion or in solicitation of gifts or contributions. 

Aside from economic questions there are sometimes factors 
to be considered in more personal matters. We saw recently a 
questionnaire of a highly personal character, dealing with habits 
and morals. It is perhaps natural to lie to conceal our frailties 
but per contra, in one case, where replies were unsigned and 
unkeyed, graduates of one college, resentful of such inquisitive¬ 
ness, lied with utter abandon, partly from a spirit of deviltry, 
wanting to discredit the study, and partly to shock snoopers 
engaged in such a survey—and they felt safe because of the 
anonymity of the replies. Also there seems to be a kind of Baron 
Munchhausenish streak in many of us, which leads us to tell 
"tall stories" which are not always wholly true. Don’t be too 
quick to accept all statistical studies as authentic. 

One of the most common fallacies is to take unproven state¬ 
ments as law and gospel and to think that because something 
is "in a book” it must be true. For years we have had "statistics” 
copied, quoted and bandied about with very little basis in fact. 
It is stated again and again that farm women go crazy in far 
higher percentage than do city women; but apparently there is 
no truth in this statement, though it crops up repeatedly. We 
have already referred to the statement that one third to one 
half of our people are living in slums, but for this statement 
it is very doubtful if there is any real authority. Question¬ 
able medical figures are sometimes produced to prove that the 
use of tobacco increases blood pressure; but the only definite 
data on this question which the writer can find show that, if 
tobacco has any effect, it is to reduce blood pressure, although 
the difference is so slight that no conclusive opinion is justified. 

It is generally necessary to be very careful in accepting govern¬ 
ment figures, especially if they can be used to influence legisla¬ 
tion or to create jobs. During the First World War, figures were 
released regarding the number of desk-workers necessary for 
each man in the armed forces. If we accepted the ratios published, 
half our people of both sexes not in uniform would have had to 
become desk-workers at Washington! When the abolition of 
rent control was under consideration, figures were released from 
Washington, giving instances of increases in rents following 
the relaxation of rent-fixing regulations. Long lists of specific 
properties in various cities, with streets and numbers cited, 
showed how rents had been jumped; but investigation showed 
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that many addresses were fictitious—streets which did not exist 
and street numbers representing vacant lots. Apparently some of 
this publicity was an absolute fraud in an attempt to support 
a policy of rent control and to perpetuate jobs. 

A similar instance of misrepresentation was detected when 
figures were released some years ago showing what purported 
to be the farm income. When it was desired to use these figures 
to prove that the farmer was in hard luck and needed help, 
one set of figures was used. Another time, when it was desired 
to show that the administration had done much to improve the 
lot of the farmer, another set was used, but covering the same 
years, all supposedly from the same source. It is certainly hard 
to see any explanation of such discrepancies other than fraud. 

Frequently comparisons are made regarding the rate of taxa¬ 
tion, here and abroad, using as a basis the rates applied to 
personal income taxes. This looks legitimate, but if the reader 
will re-read what was said about the taxation of corporations, 
he will see that a greater—far greater—proportion of the 
earnings of industry is taken from the owners than individual 
tax rates would indicate. We tax the income of the owners of 
business twice, first when earned and again when distributed; 
and any statement of the percentage taken of income actually 
received by stockholders is tricky, for it ignores the tax already 
paid by the company, money which the rightful owner never 
even sees. Even in countries which, like ourselves, tax corporate 
income, comparisons limited to only one phase of income taxa¬ 
tion may be misleading. 

An argument sometimes stressed as an excuse for high taxes 
is an attempt to compare our national personal income tax rate 
with rates in other countries, ignoring this tax on business, 
the heavy state income taxes, and the increasingly frequent city 
income taxes. Obviously a comparison of our national income 
tax alone with the national income tax in a country where there 
is no other income tax is meaningless, and the United States is 
the only major power imposing a capital gains tax. 

When price-fixing was terminated, statements of the sudden 
increase of prices of footstuffs were released. A twenty-five 
percent rise in cost of twenty-eight basic commodities was re¬ 
ported, but studies showed that increases in retail prices actually 
paid were negligible. Frequently there was misrepresentation, 
because comparison was made between prices paid after price 
control was relaxed and official prices authorized by the office 
pf Price Stabilization; but the latter figures were meaningless, 
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for many commodities had disappeared entirely from the market, 
or were obtainable only on the black market at prices far higher 
than those set. Comparisons should have been made, not with 
the fictitious set-price, but with prices actually paid. 

A similar instance of misrepresentation was a statement that 
the price of silk had increased by a hundred and forty percent 
as a result of ending price controls. During the period in 
question there was just one sale of silk and that by a govern¬ 
ment agency out of the government’s stock—a "wash sale,” or 
"rigging the market,” as such practices are called in Wall Street 
where they are sharply condemned. The price in such a sale 
means nothing: it is like a trick we once saw in a. dog show 
where two exhibitors each agreed to pay the other $5,000 for 
a dog, so each had a $5,000 dog on exhibition! 

The bookkeeping of the TVA is an instance of the use of 
figures in a way which it is no exaggeration to call fraudulent. 
This is covered more adequately in a later chapter: decide for 
yourself if its methods are honest. Were private enterprise to 
resort to the same tricks, follow the same deceptive bookkeeping, 
and were they to attempt to sell securities by the same mis¬ 
representation, the government would soon make short shrift 
of them. And yet the TVA puts over its program in Congress; 
and, with misleading financial statements and reports, continues 
to seek—and get—financing by the American taxpayers. If you 
or I tried such a scheme, the SEC would soon crack down on 
us—and rightly—and yet we gullible people continue to tolerate 
it, accept its statements, and go on supporting it! 

There are other errors which creep into government statistical 
reporting. Often, in giving financial figures, they make no 
adjustment for the reduced value of the dollar, and such items as 
the amount of money saved and the amount of life insurance 
carried cannot be judged by comparing amounts in devalued 
fifty-nine-cent dollars with amounts in the old-time dollar. These 
comparisons often disregard completely our growth of population; 
and many of these figures, to have any significance, should be 
on a per capita basis. Figures published to show an increase in 
the value of bonds cannot be trusted. Bonds bought in the old 
days, with old-time honest dollars, may show a "paper profit,” 
but if finally redeemed in fifty-nine-cent dollars or if figured in 
purchasing power, they show a loss. Even bonds bought today 
in devalued dollars will show a loss, regardless of supposed 
increment by interest accrued, if devaluation is again resorted to 
or if inflation continues unchecked. 
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To illustrate: it is claimed that bonds costing $750 ten years 
ago are today worth $1000, but that thousand dollars will not 
buy nearly as much today as would the original $750—prob¬ 
ably only about sixty percent as much. Had the money been 
invested in a certain stock, it would today be worth more than 
twice its price and it would have retained its full purchasing 
power. Furthermore, dividends, during the ten years, would 
have amounted to more than three times the paper profit of 
$250 shown by the bonds. 

Another source of error lies in basing conclusions on a sup¬ 
posed national income, an estimate of the total income of the 
American people—a pretty vague and uncertain quantity. Re¬ 
cently three governmental departments have released three widely 
differing sets of figures. We believe it is practically impossible 
to get any figure of this sort; and, while there may be some 
figures indicative of what the national income might be guessed 
at and might furnish some basis for comparison, the whole 
thing is pretty nebulous. Mr. Thomas Hewes, a former Assistant 
Secretary of the Treasury, has said in his book, Decentralize for 
Liberty, that it is often argued that, if what we call the national 
income is big enough, we can pay all kinds of taxesi for all 
sorts of foolish spending, and no one will feel the burden. For 
this reason, figures which are supposed to represent the national 
income are often exaggerated to make it appear that taxation 
takes a smaller proportion than it does. Mr. Hewes says, "The 
expression 'national income,’ as commonly used in discussion of 
taxation and spending, is partly misleading and partly fictitious,” 
and he adds, "It is physically impossible to arrive at an accurate 
dollars-and-cents determination of national income." 

A common source of error in statistical methods is to attempt 
to compare figures compiled in totally different ways. Figures 
have often been published showing that the United States has 
a high infant death rate in comparison with other countries. 
But infant mortality has been computed in different countries on 
entirely different bases, and figures are often incapable of com¬ 
parison. In some countries, they record all births and deaths. 
In other countries they do not record any births until after a 
lapse of months and sometimes a year. Sometimes still-births 
are counted as births and deaths and sometimes they are totally 
ignored. There is also a great difference in the accuracy of vital 
statistics in different countries. 

Another weakness in statistical studies is basing an argument 
on insufficient number of cases. Dr. Bailey of Cornell once told, 
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with a chuckle, of a statement which he had made to the effect 
that some tree—I don’t recall what—was gradually becoming 
extinct in the United States. This elicited an indignant letter from 
a country woman, who said he was quite in error, because, when 
she was little, there were six such trees that she could see from 
her window, and now there were seven. Surely such trees must 
be increasing! A similar case came to the writer’s attention in 
public health work. A letter from a health officer complained 
that the Health Department was giving insufficient attention to 
appendicitis as a cause of death, for it was the cause of fifty 
percent of the deaths in his district. Investigation showed that in 
the backwoods district which this health officer served, there were 
only two deaths in the period covered, for the population was 
very meagre, and of these two deaths, one was from appendicitis. 
A fallacy, akin to trying to deduce general laws from too few 
instances, is the "inclusive” fallacy often seen in an attempt to 
justify racial or religious prejudices. You were once short-changed 
by a waiter in a Chinese restaurant; therefore all Chinese are 
dishonest. Obviously, it is not safe to deduce generalities from 
such limited data. 

Akin to this fallacy is an assumption of exact accuracy in some 
vague figures and guesses. A story is told of a bridal couple 
visiting the Grand Canyon and the groom informing the bride 
that the colossal formation was 200,000,004 years old, explaining 
that the guide had told him, when he visited it four years 
previously, that it was then two hundred million years old. 
Sometimes in economic studies we find the same absurd attempt 
to draw positive and exact deductions from vague approxima¬ 
tions and estimates, as in the case of "national income,” already 
discussed. 

Going back to governmental reports, we have an instance of 
this same evil of drawing too big conclusions from too little 
information. The writers of a government report comment on the 
low income of farm families. The fallacy is that they have data 
from twenty-five thousand families out of about 6,000,000 farm 
families in the United States, and there is no indication whatever 
that the twenty-five thousand families, from which they derived 
their figures, represent a fair sampling. If their twenty-five 
thousand families were taken from one district or from one line 
of agriculture or from one class, they would not be fairly repre¬ 
sentative of the entire number. 

There is a common impression that if we average a sufficient 
number of figures, we shall get accuracy; but accuracy of an average 
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is limited by accuracy of the original figures. A dozen competent 
observers visit a city and study it carefully, and they all estimate 
its population. There will be some approximation to correction 
through averaging their estimates; but if you stop a dozen men 
in the street and ask them the population of Tuticarin, and then 
average their guesses, you will be no nearer the truth than if you 
had asked one person who had some slight knowledge of the 
city, who had heard of it or perhaps visited it. Averaging will 
not correct figures which are little more than guesses. 

In connection with money and the commodity dollar, we said 
something about imbalanced averages, but perhaps this should 
be developed a little further. If you are studying the cost of 
what goes on your table, you may average the prices paid for 
the articles you buy, say flour at ten cents, sugar at twelve 1 cents, 
coffee at a dollar, tea at two dollars, chocolate at one dollar. Add 
these prices together and divide by five. You have an average 
price of about eighty cents, an entirely erroneous figure, for it 
takes no account of the different amounts used of different foods. 
Suppose you buy: 


200 lbs. 

of flour 

@ 

$ .10 

$20.00 

100 " 

” sugar 


.12 

12.00 

25 " 

coffee 

<< 

1.00 

25.00 

10 " 

" tea 


2.00 

20.00 

15 " 

" chocolate 


1.00 

15.00 


You have 350 lbs. at a total cost of $92.00; so the average of 
your purchases is not eighty cents a pound but about twenty-six 
cents. This illustrates the importance of weighing averages prop¬ 
erly; and, in working out a price index, it is most important 
that the right weight should be given to each commodity. 

In competitive contracting, notably in official contracts, advan¬ 
tage is sometimes taken of this complication to underbid on a 
contract. In one state it was the custom in letting contracts for 
excavation of a canal, to get estimates in terms of a price per 
cubic yard of excavation of sand, clay, gravel, rock, etc. These 
prices were averaged, and the contract went to the concern whose 
average price was the lowest, but it was very easy for those on 
the inside, who knew the conditions and who had access to test 
borings, to find out the nature of the soil. If, for example, there 
was no rock, if it was all easy loam, they could put a high price 
on that and a very low price on rock excavation, and thereby get 
a contract. Similarly in printing contracts, sometimes a mistake 
is made by averaging bids for each item with no regard to whether 
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some bids are for a million envelopes while other bids are for 
a hundred of some simple printed form. 

There are different kinds of "averages”: a mean average 
obtained by adding together all components and dividing by the 
number of components, giving us what is commonly called an 
average; but, as we have seen in the case of unbalanced bidding, 
this is not always a correct way to arrive at the truth. For many 
purposes we determine the median or the norm. By the median, 
we mean the point between two extremes where the number of 
cases exceeding and falling below this division are equal. For 
instance, to study distribution of the stock of a corporation, 
classify the numbers of stockholders according to the number of 
shares held, in a progressive column starting, say, with five to 
ten, ten to twenty-five, and so on, and perhaps by hundreds and 
finally by thousands. Then determine the point where, if you 
draw a line through this column, there will be the same number 
of stockholders listed both above and below the line. That will 
give a much more representative picture than would the mean 
average, if a few of the officers each owned say a hundred 
thousand shares of stock and the rest of the stockholders own 
under ten. For a purpose of this sort what we are seeking is 
not the average holding but to determine the holdings of the 
greatest number of stockholders. 

Another variation is to determine the norm, which means to 
find in which group there is the greatest number. This is equally 
applicable to studying the stockholdings of a corporation or wage 
levels. We might for example find that fifty or seventy-five 
percent of the stockholders held from ten to fifteen shares of 
stock or that seventy-five percent received wages of less than 
$2500 a year. That immediately gives us a picture of the condi¬ 
tions and for many investigations it is hardly necessary to go 
much further. 

Something similar is frequently found in cost accounting. A 
manufacturer will find that his overhead runs 20%, and he 
will add 20% to the cost figures of everything he puts out. It 
may happen, and it often does happen, that some things represent 
very little overhead while others represent a high overhead, and 
the quantities of these two commodities produced each year 
may vary greatly. In cost accounting of this nature, it is wise to 
figure, not the overhead for the entire output of a concern with 
a diversified product, but jto figure the overhead for each product, 
or trouble will result. 
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Before leaving the subject of statistics, a word should be said 
about their graphic portrayal. Anyone who has worked with 
figures is familiar with the common forms in which curves, 
graphs, and charts of various kinds are drawn, but there are some 
points which should be borne in mind, with which many are not 
familiar. The ordinary graph with a curve, indicating by elevations 
and depressions the ups and downs of whatever statistics it is 
desired to portray, may be drawn in two ways on two differ¬ 
ent kinds of paper. Generally, these curves are drawn on a 
paper in which the lines indicating ups and downs of the curves 
are spaced evenly. However, for some purposes, it is far better 
to use what is called logarithmic paper, in which, as you ascend 
on the chart, the interval between each two lines represents a 
diminishing quantity. 

The difference between these two charts that is the ordinary 
chart shows the absolute figures , whereas the chart on logarithmic 
paper shows the rate of increase. For example, if you plot the 
increase of a savings bank account at compound interest, on 
ordinary paper, the curve will mount at an increasing rate be¬ 
cause, as interest is compounded and the balance increases, the 
interest becomes greater every year, so the balance increases more 
rapidly if we consider simply the absolute sum of the balance. 
If plotted on logarithmic paper, assuming that the interest rate 
remains constant, the "curve” will go up at the same rate being 
a straight line, increasing at the same rate every year. Similarly, 
curves of population showing the increase of population of a city, 
drawn on plain paper, will show the increase in numbers, but, 
drawn on logarithmic paper, it will show the rate of increase. 
Which method we are to pursue depends entirely upon our pur¬ 
pose, but this point should be understood by those who at¬ 
tempt to use or to read charts of this character. 

A common fallacy is to draw a curve with its base line not 
at zero but at some arbitrary point which gives a greatly exagger¬ 
ated picture of the increase. For example, we have a city of a 
hundred thousand and wish to show the increase in popula¬ 
tion. If we draw a curve with the base line at the eighty thou¬ 
sand point and then show the population the first year at the 
hundred thousand point, the next year at a hundred and ten 
thousand, and so on, the effect on the casual onlooker will be 
entirely different from exactly the same curve drawn on a chart 
with the base line at zero. We instinctively judge by the appear¬ 
ance of the curve; and if the curve mounts from ninety thousand 
to a hundred thousand and then to a hundred and ten thousand, 
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it looks as if it were going up far more rapidly than if zero 
were the base. 

A somewhat technical example may make this a little clearer. 
Not long ago an advertiser stated that his product would with¬ 
stand a temperature "twice that of boiling water,” meaning that 
it would stand a temperature of 424 degrees Fahrenheit 212 
being the boiling point. However, as we all know, zero on the 
thermometer scale is not at true zero, as is proved by the fact 
that temperatures often go far below zero. Zero on the 
scale is purely arbitrary; and the absolute zero, at which there 
is no heat, is about 461 degrees below zero on the Fahrenheit 
scale. Now, if we show it on a graph, starting with the zero on 
the thermometer scale as our base, the temperature which this 
product would stand would be twice as high as the temperature 
of boiling water; but if we draw these charts to show true tem¬ 
perature, with a base point 461 degrees below the zero on the 
scale, we see that the temperature which the product withstands 
is only about 30 °/o higher than boiling water. 

A word now about a few common fallacies: among the most 
common are the "nonsequitur”—it does not follow and "post hoc, 
ergo propter hoc”—"after this, therefore because of this.” The 
first, the non-following argument, often runs like this: "Free 
industry and the profit motive have often failed and been pro¬ 
ductive of evils: therefore government should take over.” Utterly 
illogical: failure of free enterprise does not prove that the 
government would do any better. Quite the contrary! In matters 
of business the government fails far more often than does private 
industry. Because A fails it does not prove that B will do a 
better job. 

This fallacy lies back of much dangerous political thinking 
and is frequently advanced as an argument for socialistic and 
communistic programs. Some business men are crooks, some 
large enterprises have been honeycombed with fraud, and there 
is room for plenty of improvement; but, by and large, the in¬ 
telligence and morality of business is superior to that of politics 
and the business man is more worthy of trust than a ward-heeler. 
A business man makes his success by ability, effort and honesty, 
whereas the man in politics sometimes succeeds through corrupt 
methods little better than buying votes. 

The "post hoc” fallacy is the argument illustrated by an old 
school-boy "oration.” A village father argues that because more 
ships run aground on a sand-bar since the spire was built on 
the church the spire should be razed. The wrecks might just as 
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well be charged to the birth of a red-headed baby, and indeed 
in former days such idiotic reasoning caused the persecution 
of many an unfortunate. The price of liquor, betting on horse 
races, and salaries of teachers and ministers have all gone up 
in recent years. Which "'causes” which? Clearly there is no relation. 

A favorite trick in argument, when one is getting the worst of 
the discussion, is the "ad hominem” turn, shifting the argument 
from the case in point to personalities and habits of the indivi¬ 
dual, and turning attention into by-paths leading nowhere. Again 
and again, especially in political investigations, we lose sight of 
the point at issue in discussing the habits and ways of attorneys, 
witnesses or prosecutors often with no relation whatever to the 
question in hand or even to the credibility of those under fire. 

QUESTIONS 

Would you necessarily accept as authentic, statistics because they are 
printed in a book or reputable periodical? 

Do you believe all figures released by departments of the govern¬ 
ment? 

Are figures in dollars showing savings, investments, etc., reliable 
when uncorrected to counterbalance devaluation? 

Are figures showing the increase of investment in government bonds 
reliable? Wherein lies the fallacy? 

Is it easy to estimate the total income of a hundred and sixty million 
people with accuracy? 

For comparative purposes should figures be checked to see if they 
are compiled on the same basis? 

Can you make broad deductions from very few instances? 

If judging the reliability of statistics, would you consider the motives 
which may affect them and would you consider also the purpose for 
which they are issued? 

What is meant by an unbalanced average? 

What are the differences between an average, a mean and a norm? 

In the ordinary curves, graphs, and charts, does it make any dif¬ 
ference what base we select for drawing and whether it is zero or some 
arbitrary point? 

What is the difference between the methods of drawing charts 
showing absolute figures and rate figures? 

If two events occur simultaneously, does it always follow that one is 
the cause and the other is the effect? 

Can we say that because remedy A fails to cure a disease remedy B 
is better; or that, because conditions in the United States are not 
perfect, we should adopt communism? 

Is it logical to say that because some business men are dishonest wc 
should turn the management of business over to our politicians? 



CHAPTER XXV 


The American Way or Communism? 

A BRIEF REVIEW OF COMMUNISM, SOCIALISM, CAPITALISM, DE¬ 
MOCRACY, AND OTHER POLITICAL PEOPLES IN CONTRAST WITH 
THE AMERICAN WAY OF LIFE 


Such democracies have ever been spectacles of turbulence and con¬ 
tention; have ever been found incompatible with personal security 
or the rights of property; and have in general been as short in their 
lives as they have been violent in their deaths. Theoretic politicians, 
who have patronized this species of government, have erroneously 
supposed that by reducing mankind to perfect equality in their political 
rights, they would, at the same time, be perfectly equalized and 
assimilated in their possessions, their opinions, and their passions. 

A republic , by which I mean a government in tohich the scheme 
of representation takes place, opens a different prospect, and promises 
the cure for which we are seeking. Let us examine the points in 
which it varies from pure democracy, and we shall comprehend both 
the nature of the cure and the efficacy which it must derive from 
the Union. 

The two great points of difference betiveen a democracy and a 
republic are: first, the delegation of the government, in the latter, to a 
small number of citizens elected by the rest; secondly, the greater 
number of citizens and greater sphere of country, over which the latter 
:may be extended. 

—James Madison 
in the Federalist Papers 

I T WOULD be well if we continued to call economics by the 
old term, political economy, for economics and politics are in- 
separately associated. Economics deals with problems of the 
nation, not with those of an individual or of the household; 
and it is of necessity political, because much of economics 
is shaped by government. Money, taxes, the control of utilities, 
the tariff, and such questions as social security and the welfare 
state are predominantly political questions. Therefore, we must 
give thought to political philosophy, but we treat this only as it 
affects economics and shall keep away from broader aspects. 

Consider the contrast between two entirely different concepts 
of the place of government, as far apart as the poles. Today we 
are fond of contrasting democracy and communism, but we never 
stop to define either term and use the words with little or no 
idea of what we mean. Ninety percent of us would flounder about 
if asked to define these words, and nearly always they mean 
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different things to different persons. Those who talk so glibly 
about democracy apparently have an inborn idea that the Ameri¬ 
can Republic is a democracy, but the Founding Fathers did every¬ 
thing they could to guard us from democracy and its dangers. 
Being scholars of history and government, they realized full 
well that true democracy nearly always ends in failure. The 
word democracy is not found in the Constitution; and, if you 
will read The Federalist Papers, you will grasp why our country 
was founded, not as a democracy, but as a republic. Both are 
essentially governments by, of and for the people, but democracy 
means direct government by the people. In a republic, which 
is also government of, by and for the people, government is 
administered through representatives chosen by the people and 
not by the masses themselves. 

This principle of representation involves no violation of per¬ 
sonal liberty—a man does not sacrifice his freedom of action if he 
employs a skilled craftsman to work for him in technical matters. 
To be his own master, he doesn’t have to repair his own watch, 
build his own house, or draw his own will; and, if he is wise, 
he will employ experts to do these things for him. He will pick 
a man particularly trained in these matters, and trust him—the 
watchmaker, the mechanic, the architect, or the lawyer. So in 
a republic the people govern themselves, but they do it through 
representatives of their choice. This is the vital distinction be¬ 
tween a republic and a democracy, and the Constitution guaran¬ 
tees "to every state in this union a Republican form of govern¬ 
ment” with not a word about democracy. 

It is impossible to do more here than touch on these ques¬ 
tions; and the wise student will study them, both because of their 
bearing upon economics and because knowledge of these matters 
is essential to good citizenship. Every good American should 
read The Federalist Papers and especially Papers Ten and Four¬ 
teen, by Madison, whose mind was perhaps the keenest in the 
Constitutional Convention. He draws the line dearly between 
a republic and a democracy, showing the dangers of the latter. 

Any contrast between democracy and communism is almost 
meaningless, for history shows how easily a democracy may 
slip into communism, and there is nothing inconsistent between 
the two concepts. In a democracy, where decisions are made by 
a majority vote, a small number of men, actuated by corrupt 
motives, may easily turn the tide. Thus they acquire power and 
entrench themselves, appointing hordes of office seekers and 
employees who support those who give them jobs. 
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Where there is a choice of several options, and decisions are 
by not a majority (more than half) but by a plurality (more 
votes than the next contender), things may be even worse. Were 
the President elected by popular vote, quite possibly each state 
would nominate its two ''favorite sons” of the major parties, 
and a half-dozen smaller fry from secondary parties, and the vote 
would be scattered among a couple of hundred or more candi¬ 
dates. Under such conditions, the winner might be the choice of 
perhaps five percent of the voters—a dangerous situation, pro¬ 
vocative of broad discontent. It could easily pave the way to sei¬ 
zure of the government by a strong and unscrupulous dictator, 
promising the equivalent of ''free bread and circuses” or its 
modern equivalent—jobs, graft, contracts, pensions, doles and 
"security”—paid for by despoiling the opposition. 

It is true that we often have to accept the principle of "the 
greatest good of the greatest number,” but it should always be 
rigidly limited. A majority, no matter how overwhelming, has no 
moral right to trespass upon the natural rights of the smallest 
minority, nor even of a single citizen. To accept this principle 
without qualification and reservations would often justify rob¬ 
bery, oppression, and even the slaughter of minority groups, 
such as the exterminating of the Jews in Germany under the 
Nazis, or in Russia. 

If we accept, even with limitations, the idea of the greatest 
good of the greatest number, action must be limited to those 
directly concerned: those not concerned should have no voice in 
making a decision. The strength of local government lies in the 
fact that only those directly concerned have a voice; and, there¬ 
fore, just as far as possible, government should be in the hands 
of local units, with states, counties, and cities left free to act in 
matters which concern them and them alone. Is there any reason 
why the people of New England should determine local tax 
policies for Arizona? It was with this in mind that the Founding 
Fathers endeavored to throw safeguards around the preservation 
of the state governments and to prevent usurpation of their 
powers by the new federal government. 

A term often used in contrast to communism is that almost 
meaningless word "capitalism,” which most users would have 
equal trouble in defining. It could mean a system in which capital 
is used to assist production—but why not? Even a Communist 
is not opposed to capital but only to its ownership by the indi¬ 
vidual. Capital they want and a mad scramble goes on in Russia 
for its acquisition by any means, fair or foul, and Stalin himself 
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would not have deprived the Soviet worker of the shovel he 
uses when he works for the State. And so, we shall have to dis¬ 
card both “democracy” and “capitalism” as antitheses of com¬ 
munism. 

For lack of a better term—and no single word serves the pur¬ 
pose—we are going to contrast not democracy with communism, 
but what we shall call the American Way, meaning the principles 
upon which the United States Government was founded and 
under which we lived for a century and a half and flourished as 
has no other nation in all history. We did well to accept as the 
motto used on the seal of the United States—look at the back 
of a dollar bill—the phrase, “Novus Ordo Seclorum”—a new 
order of the ages—for our government was established upon 
principles totally different from those accepted by the govern¬ 
ments of the Old World. 

The nations of Europe generally had origin in a military leader, 
who set up an arbitrary government with all power centered in 
him or in a small group of his choosing. A typical example was 
William the Conqueror in England. The forms have been dif¬ 
ferent—democracies, monarchies, tyrannies, or whatnot—but the 
principle was the same: the government was supreme and the 
citizens were servants of the state, enjoying only such privileges 
and liberties as were specifically granted by the state or by its 
ruler. An illustration is found in Magna Carta, won from King 
John by the nobility, by which the King granted to the nobles 
and landowners certain rights and freedoms which they had not 
hitherto enjoyed. The common people, the great masses, had little 
say; and, although this was a step in winning liberty and is justly 
called the “Great Charter,” it was, in some aspects, a delegation 
by the crown to the nobility, of the power to exploit the masses. 

In contrast with this charter consider the great documents on 
which our government is based. First, take the Mayflower Pact, 
that contract made by the Pilgrims on the famous ship in the 
year 1620, just before they landed upon American shores. This 
was framed in distinctly a religious spirit, beginning with the 
words, “In the name of God, Amen.” It was a voluntary agree¬ 
ment, signed by all the men on board, setting up a political state, 
informal it is true, but pledging themselves to cooperation and 
mutual support and authorizing the enactment of laws to which 
the people pledged obedience—and the great point is that it was 
voluntary. They did it of themselves, with no permission from 
any one. 

The second great document in our history is too well known 
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to require much comment, the immortal Declaration of 1776. 
This too is framed in a spirit of a recognition of spiritual values 
and of obligation to the Creator, closing with the words, "With a 
firm reliance on the protection of Divine Providence we mutually 
pledge to each other our lives, our fortunes, and our sacred 
honor.” In this great document we find the statement, marking a 
new era in the concept of government, that "governments are 
instituted among men,” to secure certain rights to "life, liberty 
and the pursuit of happiness,” and the Declaration speaks of 
government as "deriving its just powers from the consent of 
the governed.” Again we have an example of a self-constituted 
government, asserting the rights of men, declaring its willing¬ 
ness to protect them and not beseeching a superior power to grant 
them. Government is the servant of the people, organized for 
their protection, defense, and service: the people are not pawns 
of the state enjoying only those privileges which are conferred 
by rulers. 

And now consider our next great document, the Constitution, 
which Gladstone called "the most wonderful work ever struck 
off in a given time by the brain and purpose of man.” Again we 
find government established by the people, the Preamble stating, 
“We, the people of the United States, in order to form a more 
perfect union, establish justice, insure domestic tranquility, pro¬ 
vide for the common defense, promote the general welfare, and 
secure the blessings of liberty to ourselves and to our posterity, 
do ordain and establish this Constitution of the United States of 
America.” 

Beyond these keystones of our independence and of our na¬ 
tional policy, there are other points. to\ be borne in mind. If the 
reader will read The Federalist Papers, he will find that there 
are many precautions outlined in that journal, to preserve the 
independence of the states. You will also find in the Bill of 
Rights passage of which was insisted on by several of the states 
before they would accept the Constitution—rigid limitations im¬ 
posed on the powers of the federal government. Note particularly 
the ninth and tenth articles, which limit absolutely its powers and 
provide that those powers not specifically delegated to it are 
reserved to the states or to the people. Here again we find the 
new concept of government, a government with powers rigidly 
limited. Instead of the government giving powers and freedoms 
to its people, the people reserve to themselves all their rights 
and liberties, except such as they voluntarily assign to the govern- 
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ment. Truly the acceptance of our Constitution did mark a new 
order of the ages. 

There is equal confusion in the use of the word communism. 
Even the Congressional Committee on Un-American Activities, in 
their series of popular booklets, One Hundred things You Should 
Know About Communism in the USA, give no real definition 
of communism. In one pamphlet, they define it as "a system by 
which one small group seeks to rule the world,” which is non¬ 
sense and meaningless; for, from such a definition, one could 
not possibly form any idea of what communism is. In another 
pamphlet they describe it as "a conspiracy to conquer and rule 
the world by any means, legal or illegal, in peace or in war.” 
This is almost as meaningless, and fails, just as does the first. 
By it, communism would be identified with all the wars of con¬ 
quest. At the Lattimore hearing the committee counsel defined 
a c omm unist as "a person under communist discipline or who 
had voluntarily or knowingly collaborated with communist party 
members in furtherance of communist party objectives.” This 
definition excludes many of the most dangerous and insidious 
supporters of the communist philosophy, who are clever enough 
to avoid entanglements with the party; and, working under cover, 
often keeping away from party members. As a definition it is as 
silly as it would be to define a musician as a member of the 
Musician’s Union. Furthermore, the words "voluntarily and 
knowingly” exclude many dupes and softheads who do not real¬ 
ize what they are doing but who support, constantly and uncom¬ 
promisingly, every communist measure. 

In commenting on these alleged definitions we ask what is 
there wrong in a small group seeking to rule the world? The 
thinking people, the leaders, have always been in the minority. 
It has always been the minority and not the masses who take the 
initiative and who do the ruling. This is an explanation of an 
advantage of a republic in contrast to a democracy—and of 
course we use these words with no reference whatever to political 
parties, which have usurped the names. The Congressional Com¬ 
mittee calls the communists a small group, saying that there 
are only twenty million of them in the world. To us, and we 
should think even to Congress, twenty million would appear to 
be quite a mob. 

As a result of careless thinking, the word communism is ap¬ 
plied to a host of different evils, and the term "communist” covers 
many of widely divers stripes. Often we think of communists 
and Russians as synonymous—a slander on a great people, for 
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probably the majority of the Russians are no more in sympathy 
with communism than we are. The word is also applied, in loose 
general terms, to traitors who sell military secrets to potential 
enemies. True enough, many of these people are communists, but 
many care nothing whatever about any political philosophy and 
don’t know what communism is; they simply sell their country 
for what they can get out of it. Such despicable specimens are 
beneath contempt; and whether communists or not, they are 
traitors and deserve to be hanged. Furthermore, there are many 
in our own country, probably the majority of those who are truly 
furthering communism, who don’t know that they are communists 
and who don’t even know what communism is . 

As this is written we are favored with another definition of 
communism by a lady who manages to keep herself in the public 
eye. She says: "The term communism . . . to us means just one 
thing, the attempt to overthrow, governments by underhanded 
means.” We disagree absolutely. We think that communism 
means nothing of the kind. Communist party members are cer¬ 
tainly fair exponents of their creed; and the party, far from 
stressing underhanded means, though it often follows them, 
comes out bluntly for the overthrow of government by force and 
by open and bloody revolution. Furthermore, the truly dangerous 
and insidious form of communism does not seek the overthrow 
of government. Why should they want to wreck a strong, going 
machine when they can steal and use it? Rather they seek its’ in¬ 
filtration and corruption, gradually swinging it over to the com¬ 
munistic philosophy. They hope, instead of overthrowing gov¬ 
ernment, to win control of it, and this is a form of communism 
especially dangerous to the United States. 

We would define a communist as anyone who seeks to advance 
communistic principles regardless of political affiliations or 
motives. Ebenezer Elliott, "the Corn Law Rhymer,” gave us a 
definition more than a century ago: "What is a communist? One 
who hath yearnings for equal division of unequal earnings.” An¬ 
other good, but facetious, definition is that "a communist is one 
long on emotion, short on intellect, burning with a passion to 
give away everything which belongs to someone else,” but the 
best definition is framed around a slogan of their great high 
priest, Karl Marx. Marx wrote a great deal of nonsense and his 
most famous—or should we say infamous?—book, Das Kapital 
is one of the most unreadable books imaginable. Nevertheless, 
he did sum up his philosophy neatly and tersely in his phrase; 
"From each according to his ability and unto each according to 
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his needs.” This is the sum and substance of communism: it is 
the denied of personal property rights and a demand that the 
state take from those who have, to give to those who have not. 
It is a policy of dividing up, of flat equality, of equal rewards for 
unequal earnings. 

The same vicious idea is summed up still more tersely in Proud¬ 
hon’s statement, "Property is theft,” or by a clause in the Com¬ 
munist Manifesto prepared by Marx and Engels in 1848, "Abol¬ 
ish all private property.” We can hardly say that communists deny 
property rights: they deny personal and individual property rights, 
but they claim property rights for the nation or for what they call 
the "people.” Indeed, Browder, former leader of the American 
Communist Party, calls his creed "State Capitalism.” This is all 
in direct and flat opposition to the assertion in the Declaration 
of Independence of men’s natural rights, for these rights imply 
rights to the fruits of life and labor. 

Communism is often offered to us as something new by self- 
styled progressives. Actually it is as old as the ages, and those 
who advocate it are the true reactionaries, seeking to turn back 
the hands of the clock. Instead of conserving a system which, al¬ 
though far from perfect, has brought unprecedented progress, 
these so-called "liberals” would go back to ancient failures. 
Communism was a dream of the early Christians. They tried it 
disastrously, as recorded in the story of Ananias and Sapphira. 
According to the Books of Acts: "Neither said any of them that 
aught of the things which he possessed was his own, but they 
had all things in common,” and "Distribution was made unto 
every man according as he had need.” Apparently the plan worked 
no better in this selected group than it does today, for we read 
nothing further of it. 

It was first tried in America in the dawn of our own history, 
for the first two English colonies on our soil—Jamestown and 
Plymouth—were established on the communist idea of holding 
and cultivating all land in common, storing the harvest in a 
common granary, and doling it out to everyone "according to his 
needs,” as Marx has it. It was, the old fallacy of equal compen¬ 
sation for unequal effort, with no regard to earnings. 

As even the casual reader of history knows, the results were 
grimly tragic in both colonies. Of the little band of Pilgrims, 
more than half succumbed the first year to starvation and to other 
causes resulting from malnutrition and enfeebled condition. 
Jamestown experienced the horrible "starving time,” a still 
greater proportion perished and there they even resorted to can- 
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nibalism. Only by prompt and drastic action, by wiser and more 
vigorous souls, were these madnesses corrected and the colonies 
saved to form the nucleus of a great nation. 

Despite long and terrible history repeated again and again, 
starry-eyed dreamers, in sheer ignorance of the past, try to return 
to these old follies on the specious plea of ''new ideas,” "re- 


THE JAMESTOWN EXPERIENCE 

(Ralph Hamor, the first Secretary of the Jamestown Col¬ 
ony, published in 1615 A True Discourse of the present state 
of Virginia and the successe of the affaires there till the 18 
of June 1614. We print the following excerpts from it, 
making a few minor changes in spelling for clarity. In early 
English the word "manuring” was the equivalent of "culti¬ 
vation.”) 

We found, at otir arrival from the Bermudas, not ?nore 
than three score persons alive a?zd those scarse able to go 
alone, out of welnigh six hundred not ten moneths before: 

yet now I dare and will boldly affirme . that there is 

plenty of foode, which every ma ?2 by his own industry may 

easily and doth procure . Formerly, when our people 

were fed out of the common store and laboured jomtly in 
manuring a?id planting come, glad was the man that could 

slippe from his labour . He would not take so much 

faithful and true paines in a week as now he will do in a 

day . Howsoever their harvest prospered, the general 

store must maintain them . ... We reaped not so much 
come from the labour of 30 men as three men have done for 
themselves. To prevent which mischief Sir Thomas Dale hath 
taken a netv course throughout the ivhole colony: . .... he 
hath allotted to every man in the Colony three acres of cleare 
come ground, to manure and tend, and they, being of the 
nature of Farmers, are not called into any service or labour 
belonging to the Colony more than one mo?ieth in the yeere, 

which shall be neither in seed time or in Harvest . 

Doeing no other duty in the Colony, they are yearly to pass 
in to the store two barrels and a half of come: these to be 
reserved to keep new men ivhich shall be sent over the first 

yeeres after their arrival . By this meanes our store will 

he bountifully furnished to maintain three or four hundred 

men, whensoever they shall be sent thither to us . The 

lives of many shall not onely be preserved, but also them¬ 
selves kept in strength and heart, able to perform such busi¬ 
nesses as shall be imposed upon them. 










244 


Common-Sense Economics 


forms,” and "progressive liberalism,” but always with the same 
result. Brook Farm, Oneida Community, New Harmony, Ephra- 
ta, and countless others have run their brief course and failed, 
or they have abandoned the communistic plan. They have all 
been alike in denying the validity of personal property, either 
openly and formally or by implication, through the negation of 
individual rights to the fruits of personal life and labor building 
on an alleged common right of producers and non-producers alike 
in whatever the industrious produce and the thrifty accumulate. 

Another example of failure of communist ideology is worth 
noting. Sometimes dreamers tell us that such schemes don’t work 
out today because of competition and the constant struggle to 
get ahead. They say that if there were no poverty, men would be 
less acquisitive and would be more ready to share. This we 
question, for there seems to be an inborn restless urge in most 
men to better their condition, however fortunate may be their 
present status. Furthermore, we instinctively feel that what we 
produce by our own life and labor belongs to us and, while often 
willing to share it voluntarily, we resent having it taken from 
us by force, by either the gangster or the tax-collector. 

These principles were illustrated in a social club organized 
years ago in New York City, by a group of very wealthy men. 
There were no membership dues or fees of any kind, nor was 
there any charge whatever for any of the services of the club: a 
fine restaurant serving freely whatever was desired and wines, 
liquors, and drinks of every kind and the best of tobacco were 
gratis. The telephone could be used, locally or long distance, 
and everything was free. Each month all expenses of the club 
were figured up and divided among all the members: it was pure 
communism in a small selected group. 

When the club was organized, it was thought that the mem¬ 
bers, all men of wealth, would never take advantage of the 
chance to get something for nothing, nor would they seek to "get 
their money’s worth.” They were far too wealthy to be activated 
by such motives and wanted the club operated like a luxurious 
home with no thought of money! But it did not work out that 
way! Even the richest member would go out of his way to get 
free meals, smokes and drinks, and resented it when his monthly 
charge exceeded what he thought was the value of what he had 
himself received. Very soon the club "blew up” with one last 
final assessment on its members. 

We speak of this Utopian experiment because it shows the folly 
of any scheme on communist lines. Surely if a hand-picked group 
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of wealthy men of congenial tastes and abundant means couldn’t 
make a voluntary plan like this work, there is little hope of suc¬ 
cess in a broader program, embracing men of every stripe and 
status and enforced by a political bureaucracy. 

But this is not the only characteristic of communism and of 
kindred cults, offered as a substitute for the American way of 
life. Communism is an anti-liberal philosophy: it denies a man 
the liberty to work for himself and to enjoy the fruits of his 
labor, in sharp contrast to our old American creed, which, from 
its very inception, was built upon a faith in man’s natural rights 
to "life, liberty and the pursuit of happiness.” 

Any attempt to secure a flat equality of wealth or, what is 
much the same thing, to guarantee an equal sharing, means the 
destruction of our government. It results always in a "leveling 
down” instead of a "leveling up”: as Napoleon said, "The best 
way to make every man poor is to insist on an equality of wealth.” 

It is a most unfortunate indication of the drift of the times 
that many of our people, and notably the young men in the 
colleges, are putting security ahead of opportunity and equality 
ahead of liberty. If the point be raised that our people seek not 
communism but socialism, remember that the two are inseparable. 
The Encyclopedia Britannica declares, "No very definite line of 
distinction between socialism and communism can be drawn.” 

We have learned all too well from the experience of recent 
years in England, where, starting on a socialistic program, they 
went very far in communism. The result was just what might 
have been foreseen, a general pauperizing of the people. A dis¬ 
patch from Great Britain of some years ago stated that only two 
hundred and fifty Britons had a net income of over fourteen 
thousand dollars a year, and it looks as if their communistic pro¬ 
gram had made everyone poor. Their incomes, passing through 
the political mill, are greatly reduced, by subtraction to support 
a vast bureaucracy. The same condition is found right here in 
America where many of those receiving old age and retirement 
benefits find that taxation, plus inflation and the higher cost of 
everything, often wipe out the benefits received from the gov¬ 
ernment. The question was raised in a recent magazine article, 
"Are we all destined to be paupers?” If the present trend con¬ 
tinues unabated the answer must be in the affirmative. 

Under communism all men would be dependent on the state 
for their livelihood, their jobs, and all material things. Inevitably, 
the state would be totalitarian if it took over control of all of 
our means of sustenance. There would be no other course, and 
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such a state becomes hopelessly corrupt, for as Lord Acton put 
it: "Power always corrupts, and absolute power corrupts ab¬ 
solutely." 

Such a state cannot be expected to tolerate any independence, 
even in education or religion, for it cannot permit anyone to 
instill doctrines in the minds of its people contrary to an ab¬ 
solutism, which centers all authority in the state. Education must 
be in the hands of the state, and the next step is for the state 
to take control, of the Church, or to attempt to stamp it out and 
seize its property and make its clergy mere pawns of the state. 
With free education and religious freedom gone, and all freedom 
of speech, of the press, and of assembly, and with all dependent 
upon the state for their livelihood, liberty is doomed. 

In line with this absolutism, states of this character always 
crush free local governments, making them mere rubber stamps 
for the supreme heads, or accomplishing their purpose by making 
state governments dependent on the centralized government for 
support, through subsidies and grants, withheld if local govern¬ 
ments do not do as the masters tell them. This often marks the 
beginning of a drift toward communism and the end of free 
government. To preserve freedom, it is essential to support strong 
local government and avoid any trespassing upon it by a central¬ 
ized, totalitarian super-government. 

Franklin D. Roosevelt saw this while governor of New York 
State , for he said: "To bring about government by oligarchy, 
masquerading as democracy, it is fundamentally essential that 
practically all authority and control must be centralized in our 
federal government . . . The individual sovereignty of our states 
must first be destroyed." 

Our concept of the place of government has in recent years 
undergone a change. Although we still profess to cherish these 
high liberties, and on the Fourth of July, Constitution Day, and 
other flag-waving occasions, our politicians deliver orations and 
talk platitudes about them; living by them is fast getting to be 
a thing of the past. Like most of the nations of the world, we 
are drifting along the ways of Socialist England, Nazi Germany 
and Communist Russia. 

QUESTIONS 

In broad terms, which system is better, free enterprise or the com¬ 
munistic centering of control, and perhaps ownership, in a political 
bureaucracy? 

What is the difference between a democracy and a republic? 

Is it wise to refer technical matters to skilled and educated spe¬ 
cialists ? 
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Is the democratic principle, of all the voters deciding everything, 
better than the republican principle of delegating decisions to repre¬ 
sentatives, supposedly schooled in questions at issue? 

What advantages are there in election by the electoral college as 
against election of the President by direct popular vote? 

Is the principle of rule by the majority or, the greatest good of the 
greatest number, always safe? 

Have the majority of the people any moral right to violate the rights 
of a minority? 

What is the essential principle of communism? 

Do you believe that every man has a right to the product of his 
labor, providing that he respects the equal rights of others? 

In what respects does the government of the United States, as orig¬ 
inally set up, mark a radical departure from governments of the old 
world? 

From what was the authority of government formerly generally 
derived and from what is it derived under the American Constitution? 

Should the powers of government be absolute and total, or should 
they be limited? 

Is a republic, such as the United States, one consolidated govern¬ 
ment having all governmental powers, or is it a federation of state 
governments with certain delegated powers, the others reserved to the 
states? Is this a wise plan? 

What is the essential basis of socialism? 

If under a socialist government, all business and production are 
under the full control of government, and all workers the employees 
of government, is it inevitable that such a government should dift 
into communism? 

Would you judge whether a man was a communist (1) by member¬ 
ship in the communist party, (2) his own statement, (3) his respect 
for the rights of the individual to the fruit of his labor, (4) his 
acceptance of the principle of the government, taking from each 
according to his ability and giving to each according to his needs? 

Which philosophy is liberal and which is reactionary, that which 
supports the greatest possible measure of human freedom, consistent 
with respect for the rights of others, or that which permits govern¬ 
ment to direct, control, and own everything? 

Which government would you describe as reactionary, that seeking 
progressive improvement, or that which would revert to schemes of 
the past? 

Is it generally well that men should have an incentive to labor, 
letting them keep the rewards of their work, or is it better for every¬ 
thing to be pooled in a common fund? 

Can a totalitarian state, with all powers in a central government, 
tolerate freedom of thought, speech, press or religion? 

Will the soundness or government be furthered or weakened by 
protecting home rule, and the powers of the states, as established by 
our Constitution, or by disregarding these provisions? 
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The American Trend 

DRIFT TOWARD COMMUNISM. RIGHT TO HAVE OR RIGHT TO 
EARN? GOVERNMENT INTERFERENCE. 


Mid-September, 1621: They begone now to gather in ye small 
harvest they had, and to fitte up their houses and dwellings against 
winter, being well recovered in health and strenght. 

Nov . 23: The Gover and his assistante took an exacte accounts of 
all their provissions and proportioned ye same to ye number of 
persons, and found that it would not hould out above 6 months at 
halfe alowance, and hardly that. 

Late May, 1622: Now in a manner their provissions were wholy 
spent. As they were now fayled of supply, they must live a whole 
year before any could be raised. 

In Late Summer, 1622: (A small boat arrived, bringing a little 
food. Ed.) But what was gott being devided among so many, came to 
but a little, yet by Gods blessing it upheld them til harvest. It 
arose to but a quarter of a pound of bread a day to each person; and 
ye Govr caused it to be aayly given them; otherwise, had it been 
in their own custody, they would have eate it up & then starved. 
Now ye welcome time of harvest approached, in which all had their 
hungrie bellies filled. But it arose but to a litle by reason they tvere 
not yet well acquainted with ye maner of Indean come, but cheefly 
their weakness for wante of food, to tend it. Also much was staine 
before it became scarce eatable. And though many were well whipt 
for a few ears of come, yet hunger made others to venture. So as 
it well appeared yt famine must still insue ye next year allso. 

Early 1623: So they begane to think how they might raise as much 
corne as they could, and obtain a beter crop that they might not still 
languish in miserie. At length the Govr (with ye advise of ye checfcst 
amongst them) gave way that they should set corne every man for 
his own perticuler, and in that regard trust to themselves . 

And so (the Governor) assigned to every family a par cell of land. 
This had very good success; for it made all hands very industrious, 
so as much more corne was planted then other waise would have bene 
by any means ye Govr or any other could use, and saved him a great 
deal of trouble, and gave fan better contente. The women now wentc 
willingly into ye field, and took their litle-ones with them to set 
corne, which before would aledg weakness, and disabilitie. The ex¬ 
perience that was had in this common course and condition, tried 
sundrie years, and that amongst godly and sober men, may well 
evince the vanitie of that conceit, that ye taking away of property , 
and bringing in communitie into a common wealth, would make them 
happy and florishing; as if they were wiser than God . 

For this communitie was found to breed much confusion and dis¬ 
content, and retard much employment that would have been to 
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their bene fit e and comforte. For ye yong-men did repine that they 
should spend their time and sfreingth to worke for other mens 
wives and children. The strong had no more in devission of victaiU 
and cl oath r, then he that was not able to doe a quarter ye other 
could: this was thought injustice. And for mens wives to be com- 
ma tided to doe service for other men , as dressing their meate, wash¬ 
ing their cloaths, &c., they deemed it a kind of slavefte, neither could 
many husbands well brooke it. 

—William Bradford, Of Plymouth Plantation 


TT IS the way of governments to encroach more and more on 
” L personal liberties, which they are supposed to protect. Much 
of history, especially the unhappy and bloody part, is the story 
of man’s endless struggle to keep government from destroying 
him. Sometimes it is an alien government, but often it is his own; 
and many of the bloodiest struggles are civil wars and rebellions. 
Governments always tend to expand, and the lust of tyrannical 
rulers to extend their power underlies many of the struggles 
against their efforts to buy security in office by corruption. 

All this is in direct opposition to principles long held and still 
generally professed in America. In a broad way it explains the 
contrast between the American way of life and the alien philoso¬ 
phies which we think we despise but often follow. The American 
concept of respect for personal property and protection in the 
enjoyment of the fruits of life and labor are fast being displaced 
by programs of seizure and re-distribution according to the phi¬ 
losophy of Marx. 

This complete reversal of our erstwhile thinking explains the 
newer concept of government which many term "liberal,” though 
it is the direct antithesis of true liberalism, for its acceptance, 
far from making men free, enslaves them to the state. One very 
wise President declared, "Though the people support the gov¬ 
ernment, the government should not support the people”; quite 
in contrast to the statement of a later President that "one object 
of his administration is to give them (the people) more of the 
good things of life, to give them a greater distribution of wealth, 
not only in the narrow terms, but of wealth in the wider terms; 
to give them places to go in the summer-time, recreation; to give 
them assurance that they are not going to starve in their old age.” 
There is a sharp contrast between the points of view of Grover 
Cleveland and of Franklin Roosevelt, and surely the standard 
of the former comes far closer to the erstwhile American idea 
than does the latter. For old-fashioned self-respect and self-re¬ 
liance, and the idea that "he that will not work neither shall he 
eat,” we have substituted the principle that the world owes us a 
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living and that somehow every man must be guaranteed a "living 
wage,” whether he earns it or not and regardless of what his 
labor is worth. 

There was a day when we believed that cadi man should be 
protected in the full enjoyment of the earnings of his life and 
labor: today we take from the workers their earnings, to give to 
those who dislike work and prefer to loaf. Formerly we paid 
them to work: today we pay them to be idle. We once encouraged 
economy, thrift, and foresight; but today we tax those who make 
provision for the future, and give to spendthrifts. 

The essential difference between our former stand and that 
taken today—and it is essentially the difference between the 
American way and the way of most of the rest of the world— 
may be readily summed up. It is a contrast between putting first 
either the individual man, his life and liberty, or the State. On 
this depends the verdict of whether the State exists to protect the 
rights and liberty of man, or whether man lives only for the State. 
Our government derives its just powers from the consent of the 
governed, as opposed to the principle tersely phrased by Marshal 
Petain, "Authority no longer comes from below. It properly is 
that which I give or which I delegate.” 

Nearly all the political philosophies opposed to the American 
way of life are tinged with communism. Framed on the idea of 
taxing to provide privilege for the few, they violate properly 
rights, and this constitutes the essence of communism. 

The American way has been to put faith in the individual, 
believing that each one should shape his own life; and, as far as 
possible, determine his future. We put our faith in the Creator; 
or in nature if you prefer so to phrase it, and have believed that 
men will be able to work out the happiest lives possible under 
freedom and in conformity with natural laws. But other social 
creeds put the State above the individual and hold that it is the 
function of government to plan, direct and regulate each citizen. 
Inevitably, this involves the denial of property rights, for the 
state is the universal employer and the universal distributor and 
the product of industry belongs to the state. Theoretically, in 
accord with the dictum of Marx, goods are to be distributed "to 
each according to his needs,” or according to the political support 
which can be bought by those in power. 

To these statements there is one exception, for there is one 
school of political thinking which falls into neither category. 
When we say that the American way of life is built on a broad 
recognition of personal liberty, there is one qualification. We 
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believe, or formerly believed, in liberty under law. To have the 
fullest and truest freedom, liberty must be circumscribed by limi¬ 
tations, to prevent others from interfering with our liberty and 
to keep us from violating the equal rights of others. Unless our 
liberty is under law, it can be only a delusion, for to have the 
fullest liberty we must forfeit some liberty. Otherwise others will 
rob, enslave or kill us. 

Uncontrolled liberty, regardless of law, is the essence of an¬ 
archy. The anarchist resents all limitations and all controls and 
denies the necessity of government. It is true that some self- 
described "philosophical anarchists” modify these extreme ideas, 
but it is not worthwhile to get into fine-spun distinctions: the 
primary thesis of anarchy, as the derivation of the word indicates, 
is the repudiation of government. 

Fortunately, these extreme philosophies find few adherents 
in the United States and need not be here considered, but the 
writer adds that, to his mind, some of these "reformed” anarch¬ 
ists are not as far astray as are the socialists, communists, and 
their like. They are seldom true anarchists, and often do not differ 
greatly from those who believe that “that government is best that 
governs least.” 

The political theories that threaten, and which have already 
done much to destroy the American way of life, are those with 
the communist slant, ranging all the way from a "planned 
economy” or a "welfare state” to out-and-out communism. The 
socialists seldom admit fellowship with the communists, but they 
are practically twins; for socialization of all instruments and pro¬ 
cesses of production, which is what the socialist seeks, necessarily 
involves a socialization of the wealth produced. As a corollary 
to their creed, the employment of multitudes must be by the gov¬ 
ernment and they must depend ion and be taken care of by the 
government. Sooner or later, this means communism. It often 
leads ultimately to the suppression of all criticism of, and com¬ 
petition with, the government, ending in the suppression of free¬ 
dom of speech, press, education, and religion. 

It is beyond our purpose to attempt to substantiate these state¬ 
ments or offer any thorough discussions: let the student think 
them out for himself and read the literature abundantly available. 
Let him also remember that Russia, which in the opinion of many 
is the embodiment of communism, is actually the Union of Soviet 
Socialist Republics. 

History and experience teach that any political philosophy 
built on (I) denial of the rights to personal property, which finds 
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expression in a program of taxation according to ability to pay, 
(2) distribution of resulting funds to favorite classes in accord¬ 
ance with the second phrase of the slogan of Marx, and (3) the 
ever-increasing concentration of power and authority in the cen¬ 
tralized government, always drifts nearer and nearer toward 
outright communism. 

All such programs are a denial of justice, and to ensure justice 
is the first duty of the state. Justice Brewer said with truth, "It 
is written by the finger of Almighty God, on the everlasting 
tablets of the Universe, that no nation can endure and prosper, 
through whose life does not run the golden thread of equal, 
exact and universal Justice." 

The start on these ruinous programs is all too easy. It may seem 
absurd to speak of such proposals as unemployment pensions 
jeopardizing the future of the Republic, or to imagine that doles 
to those who are out of jobs or who don’t like to work, paid by 
the industrious and thrifty, are a real danger; but experience 
shows that these are stepping-stones to disaster, as England has 
already learned. Furthermore, this is borne out by the advocates 
of communism, even the most extreme, who welcome each little 
change as a step toward the attainment of their ambitions. 

Essentially such programs lead to the abandonment of liberty, 
self-respect, self-reliance, and even of moral judgment. We find 
a cabinet official who "refuses to turn his back" on a communist 
convicted of perjury, a President declaring that Stalin is a "decent 
fellow," and broad support for the declaration of the United 
Nations that everyone has a right to just and favorable conditions 
of work, to protection against unemployment, and to just and 
reasonable remuneration, insurance for himself and his family 
of an existence worthy of human dignity, and a lot of similar 
rubbish. This declaration also avers that everyone has a right to a 
standard of living adequate for the health and well-being of him¬ 
self and family, including food, clothing, housing, medical care, 
social services, and the right to security in the event of unem¬ 
ployment, sickness, disability, widowhood, and old age. 

Undeniably these things are all most desirable, and we should 
exert ourselves to the utmost to secure them; but, in declaring 
that they are a natural right, as does this declaration, we forget 
the obligation of men to earn them. By the American creed, which 
we once held, it is our duty to do our utmost to earn these things 
for ourselves; but now we are told that we have a right to demand 
them, even if others must labor to earn them for us. Any change 
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of this sort is a direct step in the direction of the sacrifice of 
liberty, and approaches a partial slavery. 

Such changes in our thinking show how our conception of gov¬ 
ernment h&s changed and how fast we are slipping toward the 
communist philosophy. In putting many of these programs in 
practice, we are building up an immense bureaucracy and erecting 
a structure of office holders, dependent upon a centralized gov¬ 
ernment, which, makes it extremely hard to effect any change or 
to repudiate these fallacious programs. There were more than 
two and one-half million on the federal payroll, dependent for 
livelihood and for their alleged rights on the administration and 
ultimately on the taxpayer. Of course, such a situation makes 
change most difficult, and makes it imperative that change should 
come before the number of subsidized supporters of such govern¬ 
ment is further increased. 

As Whittaker Chambers points out, programs such as the New 
Deal and the Fair Deal are in line with communism. This may 
strike some readers as extreme, for few realize the gravity of 
the situation; but Earl Browder, former head of the American 
Communist Party, has gone on record as saying that we have 
already accomplished many of the purposes at which that party 
aimed. He lists twenty-two recent changes in our government and 
says that "State Capitalism”—his name for communism—"leaped 
to a new high point in America in the decade 1939-1949-” 
Glorying in the changes in our government, he says, "They ex¬ 
press the growth of state capitalism ... an essential feature of 
the Marxist theory . . . prerequisites for socialism, the basic factor 
which makes socialism inevitable.” 

If the reader questions the judgment of Browder, that we have 
gone far on the road to communism, let him give thought to 
recent changes in American life and decide for himself. Space 
does not permit presentation of formal argument to prove each 
point; but many of these matters are clear and self-evident, and 
others are susceptible of proof. Ask yourself if these changes 
are not destructive of what we once regarded as the American way 
of life. Do not these changes indicate a breaking down of our 
constitutional government and an ever-increasing commitment to 
the teachings of Marx? Do they not show a decreasing respect 
for property rights and the centralizing of all power in Wash¬ 
ington? 

First, consider the income tax, at absolute variance to our for¬ 
mer standards of taxation and advocated to effect the equaliza¬ 
tion of wealth, as proposed by Marx and by our late President. 
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Consider, too, that it is enforced with no regard to Constitutional 
safeguards of search and seizure, but without warrant or court 
action. Does it not boil down to government taking whatever 
it wants, with no limit on the exactions which may be imposed 
or the methods by which they may be pursued? Then consider 
the use made of the money so extorted, in accord with the second 
dictum of Marx; and, since these needs are determined by a poli¬ 
tical bureaucracy, there is no restraint on interpreting them 
according to political influence, which can be bought. 

This leads us to look into our "social security” schemes, which 
start off on the wrong foot by assuming that security, jobs, living 
wages, pensions and all the rest of it are rights, to be demanded 
and not to be earned. This attitude coincides with the position 
of the Communist Party and the "human rights pact” of the 
United Nations, in flat contradiction of the American idea of 
personal responsibility and the obligations of self-reliance and 
self-support. 

These "security” schemes are too complex and too varied for 
discussion here. They are complicated too by the fact that al¬ 
though federal funds are used, they are often expended by the 
states. They are represented as insurance, and taxes collected to 
support them, in the case of "unemployment compensation,” are 
sometimes spoken of as insurance premiums. Actually they are 
nothing of the kind. The scheme bears little resemblance to in¬ 
surance, for benefits paid bear little relation to contributions made; 
and "premiums” paid, instead of being reserved to meet obliga¬ 
tions promised, are turned into the general treasury to be used 
for any and all purposes. The government does set aside bonds in 
exchange for funds used, but note: when these bonds fall 
due or are used in paying benefits, those whose contributions paid 
for them will again be taxed to pay the bonds and interest on 
them. 

These programs are honeycombed with fraud and iniquity, 
and, as investigations have demonstrated again and again, 
terribly abused. Apple pickers go to Florida for the winter and 
orange pickers go to New England seasides, where neither group 
can get employment in their new resorts at their usual crafts, 
so they are out of jobs and get unemployment pay! A babe in 
arms, shown, in the movies, gets unemployment compensation 
when the picture is finished, for the baby can not get another 
job! All this is just exactly what the communists are after, for 
it makes increasing numbers of our people dependent upon the 
government instead of upon their own efforts. 
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There are plenty more instances, literally thousands, which 
show the trend to communism. A bureaucracy regulates every 
detail of business, the allowed output, purchase of materials, 
wages, hours and conditions of employment and unemployment, 
who can be hired, to what union he shall belong, prices at which 
products can be sold, the terms of sale and practically every step 
in business. 

If you think these regulations aim only at that terrible octopus 
"big business,’’ read of the persecution of the veteran of the navy 
who bought and publishes the Downingtown (Pa.) Archive, 
a little journal which, after a long struggle, has attained a circu¬ 
lation of almost three thousand copies a week! Read of their 
visit from a representative of the Labor Department—of course 
with no search warrant! He threatened dire punishment because 
the two major owners of the newspaper—the veteran and his 
wife—did not pay themselves, out of their empty till, a mini¬ 
mum wage of forty cents an hour with pay and a half for over¬ 
time, when the only way they could do so was to borrow the 
money needed to pay themselves. The Washington snooper ob¬ 
jected to their letting "twenty-six kids” fold papers—school¬ 
boys the publisher was keeping off the streets, and rewarding 
for their labors with cider, cookies, radio programs and gen¬ 
eral good times—but they had no working papers! He held that 
the struggling little print shop was in interstate commerce be¬ 
cause envelopes and letter paper printed for a customer might 
be used in interstate correspondence! If that kind of thing, the 
inquisitorial snooping, the nosing into the personal affairs of a 
man, with no warrant and the complete upsetting of a small 
struggling business, conducted by a veteran with five years of 
service in our armed forces, is not on a par with what goes on in 
Russia we do not know what is. 

Another instance of seeking socialist ends by high-handed 
means, which always go with totalitarian philosophy, is the "Grab 
of Fallbrook,” a little town in southern California. The federal 
government bought some land, with its water rights, near Fall- 
brook, where a military camp was established, drawing its water 
from the Santa Margarita River. They alleged that all the water 
in that river belonged to the government and that those who 
owned property bordering on it had no right to use the water. 
For many miles the river flows underground, sometimes two hun¬ 
dred feet below the surface. Water can be obtained only by 
drilling wells, and the government is after some 14,000 citizens, 
young and old, for using water from their own wells on their 
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own property, hailing these people, their associations, and even 
their churches, into court, basing the government claim on the 
"'paramount sovereign rights” of the federal government, ignor¬ 
ing entirely the rights of "residence sovereignty” which the Con¬ 
stitution recognizes as vested in each state. 

Bullying these people, mostly gardeners and ranchers, and 
ignoring old, well-established water rights, the representatives 
of the Attorney General maintained that the people have no 
rights that cannot be suspended by the federal government. He, 
astute lawyer though he may be, was apparently ignorant of the 
fact that the United States is a federation of independent, sov¬ 
ereign states, that the powers of the federal government are 
closely circumsribed and that those which are not delegated to 
the federal government are reserved to the states. This was under 
a former administration, but who can say when such oppressions, 
if tolerated, may not be repeated? 

QUESTIONS 

Do governments generally tend to encroach more and more on 
personal liberties? 

Is the primary object of government to protect the lives, liberty, 
and property of its people, or to take from some to give to others, 
or to take from all to give to foreign countries? 

Is it the duty of the people to support the government or of the 
government to support the people? Which attitude is the most con¬ 
ducive to development of character, self-respect and self-reliance? 

If individuals will not earn what Mr. Roosevelt proposed to give 
them, is there any way in which these guarantees can be kept except 
by taking from some to give to others? 

Would such a policy mean requiring some to work to support 
others? 

Does government exist for the sake of its people or do the people 
exist for the sake of government? 

In spite of man’s frailties do you think it is better that all details 
of his life should be fixed by the political machine of government or 
that he should carry his own responsibility and be free to work out 
his own life? 

Considering our social security, unemployment benefits, minimum 
wage laws, and similar legislation, and the statements of Cleveland and 
Franklin Roosevelt, are there indications that we are drifting toward 
a concept of our government entirely different from that upon which 
it was built? 

Are we subordinating the natural rights of the individual to political 
control? 

Has every man a right to demand a standard of living adequate 
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for health and well-being, food, clothing, housing, medical care and 
security or should he be given, just as far as possible, a chance to 
earn these things? 

Do you see any danger in a greatly increased number of our people 
on our federal payroll, dependent on politics for their livelihood? 

Was Whittaker Chambers right when he said that the New Deal 
and the Fair Deal were in line with communism? Earl Browder re¬ 
joices in twenty-two recent changes in our government, welcoming 
them as essential features of the Marxist theory. Are we drifting 
closer and closer to the Marxist philosophy? 

Which is better for the government to give us, opportunity and 
security in what we have earned and produced or ‘‘social security” 
guaranteeing us benefits to be paid for by others? 

Does the increasing power of government tend to perpetuate in 
power established political machines and individuals? 



CHAPTER XXVII 


Socialism in America 

SUPPRESSION OF FREEDOM OF SPEECH. SOCIALISM ALLIED TO 
COMMUNISM. SOME ACCEPTABLE SOCIALISTIC ENTERPRISES. EVILS 

OF GOVERNMENTAL CONTROL. THE TVA PUBLIC HOUSING. 

On my recent trips to the United States, I have found an un¬ 
comfortable feeling that something is happening in American society 
which is familiar to me because it happened in Great Britain. 

There seems to be in American colleges these days many teachers 
who speak of the virtues of a centrally planned economy with the 
starry-eyed enthusiasm and the almost touching innocence regarding 
the realities of economic life which were so apparent in British uni¬ 
versities between the wars. There seems to be a growing contempt 
for profit-making, a growing irritability with the pains of readjust¬ 
ment which a system of free enterprise makes inevitable a?, in the 
course >of progress, it continually bursts out of its skin to take a new 
form. And I begin to ask myself: is it conceivable that the American 
people, having provided so strong a proof of the virtues of a free 
economy, are gradually becoming unaware of, or indifferent to, the 
secrets of their own greatness? 

Perhaps I am all wrong about this—I profoundly hope so. It would 
be tragic if Socialist ideas, like the movements of men, were destined 
to travel westward. 

—Professor John Jewkes of Oxford 
in Fortune December, 1951 

A SIGNIFICANT and dangerous situation arose in Indiana, 
where federal authorities tried to browbeat a teacher, who 
is a strong supporter of the American way of life. They apparently 
attempted to silence any criticism of socialistic schemes in Eng¬ 
land; it looks like a clear case of using federal funds to suppress 
freedom of speech. 

Frank W. Hamilton, a teacher in the Indianapolis high school, 
went to England under the teacher exchange program of the 
United States Office of Education. He saw the English Govern¬ 
ment at close range and decided that its "socialism is nothing 
more than glorified doctored-up communism." But, worse than 
that, he expressed his opinions clearly and forcibly about the way 
some things are done in England, speaking of the false notions 
of America appearing in the British Press and what is taught in 
British schools about the American position. 

Hamilton's report in a local newspaper reached Washington; 
and an official of the "International Educational Programs" wrote 
Hamilton telling him that what he had said would "cause unde- 
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sirable public relations which will deprive excellent teachers in 
your area of participation in the fine educational opportunities/’ 
adding that "this kind of publicity will also deprive the Indian¬ 
apolis schools of well-qualified foreign teachers who come to the 
United States on our exchange program." The writer of the letter 
when interviewed declared, "I acted in the interest of the program, 
which is bigger than either Hamilton or me"—yes, he said that, 
bad grammar and all, and this supposedly from an educator! 

It is a temptation to go with case after case of this sort of thing. 
A state trooper, "investigating subversive activities," read a per¬ 
fectly legitimate, sensible and reasonable criticism of our "social 
security" and attempted to censor it, telling the writer, "I do 
not like your attitude." This certainly is a clear attempt to censor 
correspondence, and in this case the correspondence was of such 
a nature to which no reasonable person could possibly object, re¬ 
gardless of whether we agree or disagree. It is perhaps a very 
minor instance of little significance, but it is like the first steps 
in Nazi Germany and in Russia, where the government censors 
everything that is written and goes through the mails, and then 
persecutes its citizens for the stand they take. 

We have been altogether too easy-going in permitting these 
evils, which date back a good many years, even to the beginning 
of the First World War when, by official proclamation, the Presi¬ 
dent told us that we should be "neutral in mind," to prevent the 
American people from forming judgment on moral questions. 
We make a great fuss about liberty and we venerate her statue 
in New York Harbor, but do we give her true allegiance? 

One could go on page after page, or volume after volume, 
citing similar instances, sometimes of interference with business, 
sometimes of personal persecution, sometimes of complete dis¬ 
regard for Constitutional safeguards and provisions, thereby 
threatening the security of every one of us, of our property, and 
of the American way of life. In the Dollar Line case the court 
ordered Secretary Sawyer to give the rightful owners possession 
of the stock of the shipping company, which the Department of 
Commerce held, but he produced a letter from the President, 
written after the court had determined that the stock belonged 
to the company, in which Mr. Truman wrote, "Impairment of the 
government’s title to this stock would seriously affect the public’s 
interest. Accordingly you are directed to continue to hold this 
stock on behalf of the United States." What can we say of the 
direct defiance of the judicial branch of the government by the 
administrative? 
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The socialist professes to seek public ownership of "the means 
of production/’ broadly speaking of all land and all capital but 
not of wealth, and herein he thinks that he differs from the com¬ 
munist. Unfortunately he also often deludes others into seeing 
it in the same light. At Vassar College, in a recent controversy 
between student and teacher, the student spoke of socialism as 
"the respectable brother of communism,” but the teacher com¬ 
mented "This is the worst kind of labeling and false association 
—socialism is not a brother of communism. Its premises are quite 
different.” It is true that the starting premises are different, but 
the goal is the same—the end of private property, the destruc¬ 
tion of personal self-reliance and freedom, and the bringing of 
the people into dependence on the state, the universal landlord, 
the universal employer, the universal capitalist. The result is 
inevitable; for, as has been said, you can’t socialize a cow— 
capital—without socializing her milk—the product. In this col¬ 
lege controversy, we stand definitely with the student. 

We sometimes hear it said that we all are socialists to some 
extent and, in a sense, government must be socialistic. The people 
act as a body to bind the individual, and many governmental 
operations are in their very nature socialistic. We all contribute 
to build roads and lay pavements, free to all, generally with little 
attempt to allocate cost to users. The postal service is conducted 
by the government and serves all; and, since it is far from self- 
supporting, a goodly part of its costs are met not by users of the 
mail as such but from the general fund supplied by the tax¬ 
payers. 

Citing such examples as these, the socialist asks why we should 
not go further. Is it not just a question of degree? If the govern¬ 
ment supplies sidewalks and roads, why shall it not operate bus¬ 
lines and railroads? If it handles the mail, why should it not 
produce and distribute electricity or own and operate telephone 
and telegraph companies? Why should it not manufacture many 
commodities needed by its people and distribute them to all, 
either through the channels of trade or perhaps gratis, assuring 
that economic equality which so many socialists seek? 

There may be some parallel between socialistic enterprises' 
which we generally accept, such as providing roads, pavements, 
street lighting, etc., and those which we reject. There are, how¬ 
ever, major differences. Often the undertakings which we ap¬ 
prove of entrusting to government are of such a nature that it is 
impossible to allocate costs to individual beneficiaries. The polic¬ 
ing of a city, the protection from fire and health hazards, the 
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disposal of sewage, and countless other undertakings are, in their 
very nature, socialistic. The police, courts, the armed forces pro¬ 
tect us all, and it would be impossible to allocate these costs to 
each individual beneficiary, for the services are social and collec¬ 
tive. This is not true of the distribution of electricity nor of the 
ordinary commodities of business. In such operations experience 
shows that it is practicable and proper to charge the individual 
user for the services, making each person carry his own responsi¬ 
bility. This is far wiser than to pool everything and operate 
through a general fund. 

Of this we are so convinced that we would say without 
hesitancy that, whenever it is possible for private enterprise to 
conduct any activity in even a fairly satisfactory way, it is unwise 
for the government to take it over or to meddle. The reader may 
dissent, but we believe it is true beyond all argument that nearly 
always industry and business are far more efficient than any 
political machine and that private enterprise is more economical 
and more satisfactory and freer from corruption and fraud than 
are political undertakings. 

The writer is quick to concede that business is sometimes 
corrupt and that some businessmen are far from being angels, 
but we are convinced that the standards of honor and integrity 
are far higher in the business world than in politics. Broken 
promises, betrayed platforms, and corruption are notorious in 
political life, but some degree of honor and integrity is essential 
in business if a man is to succeed. 

The intrusion of government into fields now occupied by 
private enterprise opens up the way and broadens the opportunity 
to crookedness, corruption and demoralization of the government . 
This we have found again and again through the ages, and the 
needless extension of the powers of government always means a 
loss of true liberty. 

The trend of socialism is always toward communism, taking 
from some to give to others in accordance with the principles 
of Marx, and we see this among the states in our own Union 
just as we see it among the individuals. It is notably true when 
the federal government usurps powers and responsibilities which 
have always been lodged in the states. There is a temptation to 
apply the Marxist principle to the states, taking from some to 
give to others. Sometimes the rich states are taxed for the benefit 
of the poorer ones or states that do not vote "right" are taxed to 
give benefits to those who support the party in power. Thus a 
government, once embarked on a socialistic program, drifts 
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further and further toward communism and becomes more and 
more firmly entrenched through the patronage and favor which it 
distributes, and all this brings a denial of the rights of the in¬ 
dividual, his fights to property and his rights to freedom. 

As an example of the practical workings of socialism, con¬ 
sider the Tennessee Valley Authority, commonly called the TVA. 
This project has taken us a long way on the road to socialism, 
and it shows, or would show if the bookkeeping were honest, the 
disastrous results which always attend socialistic business. The 
whole scheme is devised, in the opinion of many, to aid in the 
promotion of socialistic operations by the federal government, 
with enormous increase of its powers, operations, and political 
patronage. Under honest bookkeeping, and the proper allocation 
of interest charges, a claimed annual profit of almost $20,000,000 
resolves itself into a loss of almost five times that sum. Such 
bookkeeping practices, if followed in private industry, would 
speedily land the promoters behind the bars, and very properly 
so; but the government gets away with it and the taxpayers meet 
the losses. 

The total cost of this folly to date has been close to a billion 
dollars as officially reported, but from this accounting they omit 
much. The TVA is exempt from practically all taxes. True, they 
do make some small payments to local governments, in partial 
compensation for past tax revenue now wiped out, but these 
amount to only about a fifth of what private enterprise would 
have to pay. 

A recent controversy illustrates still more the tricky accounting 
and the dishonest arguments advanced in these discussions. The 
question is, shall the TVA generate the power required by the 
Atomic Energy Commission or shall it be bought of private elec¬ 
tric companies? There is loose talk of a saving of five mi ll ion 
dollars a year, but it looks as if this boils down to a difference 
of about $300,000 in costs; and, as usual, there is a hitch in it. 
Apparently no allowance is made for interest on the hundred 
million dollars of investment of taxpayers’ money if the TVA 
does the job nor is any thought given to the loss of about $1,500,- 
000 in tax money which would be paid by the private enterprise. 
It’s the same old story of misrepresentation, presumably resorted 
to by those who seek patronage, jobs and perhaps graft. 

Then there is this item of interest: Were private enterprise to 
tackle this job, interest would be a very heavy burden; but the 
money for the TVA comes out of the general treasury from the 
sale of government bonds. It appears simply as public debt and 
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interest on the investment in the TV A is simply interest on the 
public debt, with no allocation to the TVA. Were interest charges 
handled as they would be in private enterprise, it would amount 
to at least a hundred and fifty million dollars by this time. Ap¬ 
parently the engineering and planning has been done by army 
engineers, but not charged to the TVA; and this distorts the 
picture and further falsifies the financial statement. The TVA 
also enjoys innumerable special advantages, which we would call 
"graft” in business, such as special government rates on freight, 
communications, etc., and free postage. 

Beside all this, the whole project is built on misrepresentation. 
The primary declared objective of this project was flood control; 
and the army engineers stated that, without the TVA, close to 
seven hundred thousand acres of land would probably be flooded 
about once in every five hundred years. How they reach this figure 
we don’t know, for our memory doesn’t go back quite as far as 
that, and we doubt if physical signs or geology would give an 
accurate forecast of the future. There is no reason, however, to 
suspect this as an under-estimate for it was advanced as an argu¬ 
ment for the scheme. Well, what has been accomplished? 

The TVA, in protecting seven hundred thousand acres, has 
already flooded permanently nearly five hundred thousand acres, 
and it has set aside another hundred and twenty-eight thousand 
acres to be flooded, so this reduces the area protected by the 
scheme to about seventy-five thousand acres. Considering that 
such floods appear to be expected only every five hundred years, 
is it worth the price? Does it pay to flood six hundred and 
twenty-eight thousand acres permanently to prevent floods on less 
than seven hundred thousand acres every five hundred years? 
The average yearly flood damage was put at about one and a half 
million dollars, arbitrarily advanced later, for no very clear reason, 
by about fifty percent; but the investment allocated to flood con¬ 
trol alone is more than a hundred and fifty million dollars, so 
the interest would be about double the estimated annual damage. 

Another object of the enterprise, advanced to give the scheme 
a semblance of constitutional respectability, was to improve river 
navigation. To go into details is impossible, but the success of 
this phase of the work may be judged by the fact that it has 
been necessary, in order to attract water shipments, to make the 
rates far below actual cost—and, even at this, it is often cheaper 
to ship by rail. Apparently if the TVA were to pay all the bills 
for handling all shipments by rail, the cost would be less than 
that of navigation improvement. 
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These were the ostensible purposes of the scheme. They had to 
be, for they had to find a constitutional justification. But there 
can be little question that the real objective was to set up an 
enormous socialistic business of developing and selling electrical 
energy—something which would serve as a precedent for es¬ 
tablishing a vast network of such undertakings covering most 
of the country; and, as a matter of fact, there are six or more 
such plants in process. These could easily drive most of the private 
enterprise in the electrical business entirely out of the game and 
thus give us a firmly entrenched and far-flung socialistic economy. 

These angles of the case—flood control and navigation—hav¬ 
ing served their purpose as constitutional window-dressing, the 
tail now wags the dog; and what was hinted at as an incidental 
thing becomes the major purpose of the undertaking. Now they 
are spending colossal sums on building steam generator plants, 
going frankly into the electrical business in direct competition 
with private enterprise. Multiply what the TVA is doing by six, 
or perhaps by nine, for there is talk of eight more such schemes, 
and we shall completely socialize the electrical business. 

Of course these schemes get votes. Many of the areas affected 
sell land at high prices, get jobs and have cheap electricity, paid 
for by the rest of us who must pay the taxes to cover the deficits. 
One of the most dangerous aspects of this TVA trickery is that, 
as proposed by Mr. Roosevelt, it is being held up to us as a 
"yardstick” by which to judge the rates and efficiency of private 
companies. Could anything be more questionable than to make 
such comparisons? Remember that all these figures are incom¬ 
plete, misleading, and often downright dishonest. Were the TVA 
bookkeeping honest and consistent with sensible business prac¬ 
tice, it might serve as a standard; but beyond all doubt, the com¬ 
parison would utterly discredit TVA and socialistic operation in 
general. 

We have gone into this at some length for several purposes. 
Our first purpose was to show the unreliability, or we might even 
say the dishonesty, of much public accounting; but, like the TVA 
itself, our secondary purposes have loomed larger and partially 
eclipsed the first. The whole venture is pure socialism and it offers 
an excellent factual example of what we can expect when the 
government does go into business. 

It also exemplifies various methods by which such schemes are 
pushed by socialists and their communist "comrades.” Like the 
camel edging its nose into the tent and then its entire body to the 
exclusion of its master, schemes like this are slyly introduced on 
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a small scale, then enlarged, amplified and extended until, by and 
by, they threaten to drive private enterprise entirely out of the 
tent. This program of the TV A illustrates methods of the com¬ 
munists and of other kindred cults. Of course such a scheme 
easily wins support of those who benefit, and what is more natural 
than that other communities can also see similar benefits for 
themselves? That is the way it is in politics: each scheme for 
sectional advantage and favored consideration inevitably begets 
demands for similar “handouts” in other sections; and thus, little 
by little, all the people are corrupted and self-government is 
wrecked. 

This insidious, little-by-little process, typical of British Fabian 
socialism, is often the explanation of the advance of socialism. It 
is by such methods that socialism is steadily advancing in the 
United States and bringing with it its even more objectionable 
brother, communism. Dishonest bookkeeping conceals the true 
situation, and few will take the trouble to study it and to see 
the dishonesty, inefficiency, and financial ruin which it brings. 

There is no denying that such a scheme as the TVA puts up 
a wonderful showing, as we know from a personal visit. We read 
about all that cheap electricity has done for the people of the 
valley and how they are profiting. It was a backward neighbor¬ 
hood and undoubtedly it has made great strides ahead, but noth¬ 
ing is said about who pays the bills. This we are too stupid to 
ask; and the beneficiaries of the scheme, egged on by political 
propaganda, put up a powerful argument for its extension, while 
the rank and file of taxpayers are too indifferent or too lazy to 
study the facts and do not realize what is being put over on them. 
In the end, whether we pay the costs in taxes or in bills for elec¬ 
tricity, it will cost us far more than if our needs were met by 
private enterprise; and dragging this very vital business into 
politics will mean endless corruption, political patronage, and 
waste. 

Difficult as it is to make comparisons because of the way they 
keep their books, some comparisons can be made. There are 
numerous private companies which make far better showing, 
and which contribute, by taxation, to the expenses of their com¬ 
munities. In several textbooks, intended for school use, we find 
many statements, some factual and some by implication, but not 
a word about their bookkeeping, the authors preferring to close 
their eyes to anything which shows up the weak spots in a 
“planned economy.” They play up the blessings which the TVA 
has brought, but say nothing about who pays for them; and they 
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hold it up as a reliable "yardstick” for making comparisons with 
private industry! Is this fair, especially in a book for students 
who expect honest guidance and fair-play? The tone of these 
books is along these lines, and apparently the authors favor the 
abandonment of our American principles. Democracy appears to 
be an obsession; and they don’t realize, or don’t admit, that ours 
is a republican form of government with every care taken to 
guard against the pitfalls of democracy. We speak of this be¬ 
cause we hope that students using such books will be on their 
guard. 

In attempts to solve housing and slum problems, we have a 
striking illustration of the progress of socialism in the United 
States. We are spending, and have spent, literally billions of the 
taxpayers’ money to provide housing for favored groups, and 
often to supply those pensioners—and pensioners they are—better 
housing than that which many a self-respecting, self-supporting 
family enjoys. 

To illustrate, consider just what one state, New York, is doing 
which is typical of many. The cost of forty-two state-aided hous¬ 
ing projects, in operation during the year 1955, amounted to 
34.1 million dollars, an average just under one hundred dollars a 
month for 1 each apartment or housing unit. The average income, 
including rent, was just a shade under forty-two dollars per 
apartment per month, leaving a deficit of fifty-six dollars and 
forty-five cents on each apartment each month. 

To meet this deficit required a subsidy from the state of over 
eight millions and from municipalities of over eight hundred 
thousand, all of which comes of course from taxpayers; and 
besides this, the tax exemption granted to these public projects 
amounted to- about ten and a half million dollars, which or course- 
had to be met by higher taxes on other properties, which arc 
not tax exempt, and which compete with the tax-fee public 
projects. This all meant that the taxpayers had to raise over six 
hundred and seventy-seven million dollars to subsidize the homes 
in which others live, amounting practically to a subsidy of over 
fifty-six dollars a month paid by the taxpayers as compared to 
forty-two dollars a month paid by the tenants. 

Supposedly this public housing is for families in the low in¬ 
come groups, that is under forty-five hundred dollars a year; 
which may not strike many of our hard-working, self-supporting 
people as being so very low at that and certainly not low enough 
to justify a subsidy of over fifty-seven percent of their rent bill. 
Furthermore, if the income of a family increased, as it often does, 
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the rent they pay does not increase; so practically many of our 
people living in far humbler quarters are taxed to pay more 
than half of the rent of other families of greater incomes and 
living in far better homes. That this is true is evidenced by the 
fact that census surveys show that under thirteen percent of those 
renting living quarters in New York State pay considerably less 
in rent for their homes than they pay through taxes for subsidiz¬ 
ing homes for others. 

Such a story shows the gross injustice and folly of the housing 
program, and revelations at Washington show its unspeakable dis¬ 
honesty and corruption. To the private operator this unjust and 
inequitable competition brings disaster and discouragement, and 
practically subsidized rents in public developments throttle private 
enterprise. The whole miserable program is typical of what 
socialism almost always means when Marxist programs are ex¬ 
tended to activities which would otherwise be handled by private 
enterprise. 

But perhaps some reader will say that private enterprise does 
not meet the problem and its failure to provide decent housing 
for the multitudes is what forces a socialistic public program 
upon us. 

It is true that private enterprise does not meet our needs in 
this matter of housing, but the reason is clear beyond dispute. 
We prohibit private enterprise from meeting our needs by a heavy 
penalty imposed on those who build. Take the tax off houses, 
and they would spring up like mushrooms; impose the realty 
tax on land values alone, and old rookeries and fire-traps in the 
slums will soon be displaced by decent, modern housing. Instead 
of granting tax exemption to public developments and thus 
adding to the burdens of the taxpayers, we would not grant tax 
exemption but would simply impose the entire real estate tax on 
site values alone. Land speculation would be ended, the inflation 
of prices deflated, real estate operations rehabilitated and made 
profitable, the cost of housing greatly reduced, and our cities 
would begin to thrive. 

It may seem that we have wandered from the field of eco¬ 
nomics in getting into these questions, but this all has a direct 
bearing upon our economic lire and the system under which we 
live. If we permit the Constitution to be disregarded, as it has 
been for the past twenty years, we no longer have protection 
for our rights; and our whole system is in jeopardy, endangering 
everything. Shall we follow the road which brought the Germany 
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of Hitler to its end and which has brought Russia where she 
stands today? 

QUESTIONS 

Do you believe that education and our school system are better 
administered by local and state governments or by the federal govern¬ 
ment ? 

If the federal government contributes largely to our school system, 
would it acquire a measure of control over the schools? 

Is it desirable that the federal government should control free 
expression of opinion, as in the Hamilton case? 

Should state troopers interfere with criticism of "social security?" 

Has the President of the United States moral right to tell us to be 
"neutral in mind" in moral issues? 

Did the interference by the President in the Dollar Line case 
threaten the separation of the three branches of government? 

What would you, as a student, think the rightful place of your 
teacher in teaching economics and political philosophy? Should he 
endeavor to lead you to see what he believes to be the truth, using 
only fair methods and attempting no pressure, or should he toss all 
the theories and ideas of politics and economics into the pot and leave 
it to the students to pick out what looks best to them with no guidance ? 

Was a Vassar teacher justified in condemning a student for speak¬ 
ing of socialism as the respectable brother of communism? 

Which do you believe is most efficient in business management, 
the politician or the business man ? 

Which would you rather have in control of business, the govern¬ 
ment or free initiative? 

Which do you prefer, free enterprise or socialism? 

Do politicians have a higher sense of honor and integrity than 
business leaders? 

Would the control of business by government tend to corruption? 

Do you regard the bookkeeping methods of the TV A as honest? 

Is interest on the costs of capital investment a part of the costs of 
operating private business? Should interest on the costs of the TVA 
be charged against the TVA before we talk about a profit? 

Is it honest to secure appropriations for the TVA on the plea of 
controlling water courses, generating power, and improving naviga¬ 
tion and spend the funds for steam-operated power plants, etc.? 

Is it good business to flood permanently five hundred thousand acres 
of land, and to set aside another hundred and twenty-eight thousand 
acres, to protect seven hundred thousand acres from being flooded 
every five hundred years? 

Was it wise to spend money to "improve river navigation*’ when 
shipments are handled far more cheaply by rail than by water even 
after navigation is improved? 

Does the TVA record inspire any great desire to sec the government 
take over all private business? 
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The Outlook 

IN THE LONG RUN, THE AMERICAN WAY OF LIFE—WHICH IS 
THE BEST IN THE WORLD—CAN BE BETTERED BY THE ELIMINA¬ 
TION OF ALL PRIVILEGES TO FAVORED CLASSES. IT WOULD BE 
WELL IF WE ALL UPHELD THE CONSTITUTION LITERALLY. 


In the United, States as here and elsewhere the movement toward 
dissolution of existing social forms and reorganization on a social¬ 
istic basis I believe to be inevitable. There are bad times before us 
and you have still more dreadful times before you—civil war, immense 
bloodshed and eventually military despotism of the severest type. 

Truly yours, 

Herbert Spencer 

Liberty was the watchword of our fathers and so it is of ourselves 
but in their hearts, the masses of the nation cherish desires not only 
different from it, but inconsistent with it. They want equality more 
than liberty. 

—Francis Parkman in the North American 
Review July-August 1878 

O NE might imagine that we must choose between an un¬ 
changing static social organization and communism, but this 
is far from true. Clinging to free enterprise, which for a century 
and a half brought our people steadily advancing standards of 
life, does not mean a fixed stolidity averse to change and block¬ 
ing all progress. On the contrary, we attained our prosperity be¬ 
cause we were actuated by a spirit of progress, constantly seeking 
a better way and ever ready to advance. 

In material things we lead the world—the automobile, radio, 
television, telephone, a thousand applications of electricity, 
modern plumbing, refrigeration, farm machinery, household 
heating, office equipment, and countless things. In greater things 
too we excel, in sanitation and public health, broad education, 
tolerance of religions, charitable, educational, and philanthropic 
activities on a world-wide basis. If allowance be made for our 
youth, we have made surprising progress in art and architecture, 
literature, music, and in nearly every cultural line. By any stand¬ 
ard we have succeeded. Both our economic way of life and our 
political system have proved their worth. 

It would, therefore, be madness to abandon what has worked 
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so well and for so many years to revert to disastrous policies 
which reactionaries and mis-called progressives seek to promote. 
And yet, our system is far from perfect. No fair-minded man, 
and certainly no one with a background of Christianity, can rest 
content with what we have. The call, however, is not to discard 
it for something which has always failed and which always must 
fail, but to study the framework of our society, to detect its 
faults and correct its flaws. 

We believe in that conservatism which keeps what has proved 
its worth. We believe also in progress—a restless search for 
something better, correcting the evils of the old, replacing defec¬ 
tive parts, and seeking advance, through a tempered evolution, 
making sure that every change is for the better. We must keep at 
it until we attain perfection as closely as man can. We must keep 
alive the spirit of liberty, with the greatest possible freedom of 
every individual of every race, creed or color, consistent with 
the rights of others, and we must resist uncompromisingly reaction 
to old failures. 

What are the characteristics of our system, and what are its 
weak spots? Our American way, until much of it was discarded 
to make way for Marxian ideas, was characterized by: 

1. The liberty of every man to live his own life under law, 
but always with the restriction that he must never infringe on the 
equal rights and liberties of others. With this reservation, each 
individual must be free to make the most of his opportunities, 
with a minimum of regulation, regimentation, and interference. 

2. Broad and, as far as it may be achieved, equal, opportunity 
to make the best possible use of our capabilities and to enjoy 
the full fruits of our labor. 

3. Protection of these rights and recognition of the individ¬ 
ual’s right to protection of life, labor, and property. 

4. A republican form of government, for the Union and for 
every state, as guaranteed by our Constitution, safe-guarding us 
from the evils of democracy, as that word is used in The Federal¬ 
ist Papers and as understood by the Founding Fathers. 

5. A constitutional government with limited powers derived 
from the people, the legislative, executive and judicial branches 
checking and balancing one another. 

6. A government which is the creation of the people with 
powers and rights rigidly limited, and with every power not dele¬ 
gated to the central government reserved to the states, to local 
governments, or to individuals. 

7. The sovereignty, within constitutional limits, of the indi- 
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vidual states and the preservation of free local self-government. 

But how about *‘security/’ of which we hear so much today— 
is not that a part of our American way of life? It is the first duty 
of government to give protection from enemies and dangers, both 
at home and abroad; but by its very nature life is hazardous, and 
security, as that word is commonly used, to mean economic secur¬ 
ity, is not a natural right. It is something that each one of us 
should earn for himself. To protect every citizen in his liberty, 
opportunity, and the full enjoyment of all that is honestly his, 
is the first obligation of the state, and government should do its 
utmost to protect all in sharing the resources of the globe, given 
us by the Creator, but this American conception has no room for 
any demand that the government shall provide for us. Those who 
built this nation had no idea of anyone ever being guaranteed a 
job or a living wage, or agreeable conditions of working, and 
there is no more reason why A should demand a job from B 
than why B should demand a job from A. Opportunities and 
jobs every man must find for himself. If the Mayflower Pilgrims 
had sat around waiting for jobs at “a living wage,” they would 
still be sitting on Plymouth Rock. 

If we seek justice and free opportunity, and if we would put 
an end to conditions which place some at a disadvantage, we 
must do away with all privilege. In the long history of man, we 
have never had sufficient faith in the ultimate cause of things, 
and in the laws by which the universe is governed, to trust whole¬ 
heartedly to powers far - greater than man and his little mind. 
Our social, political, and economic systems have always been 
bound up with the privileging of some and the exploitation of 
others. 

Franklin Roosevelt saw this, before he was tempted, in higher 
office, to usurp broader powers. As Governor of New York, 
he said: 

“The doctrine of regulation and legislation by ‘master minds/ in 
whose judgment and will all the people may gladly and quietly 
acquiesce, has been too glaringly apparent at Washington during these 
last ten years. Were it possible to find ‘master minds’ so unselfish, 
so willing to decide unhesitatingly against their own personal interests 
or private prejudices, men almost god-like in their ability to hold the 
scales of justice with an even hand—such a government might be to 
the interests of the country; but there are none such on our political 
horizon, and we can not expect a complete reversal of all the teachings 
of history.” 

From the other side of the fence, the Republican, Coolidge said: 
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"The most free, progressive and satisfactory method ever devised for 
the equitable division of property is to permit the people to care for 
themselves by conducting their own business. They have more wisdom 
than any government.** 

Slowly, one by one, we have gotten rid of many of these in¬ 
justices, but many still remain. Slavery, after long and bitter 
struggle, is wiped out, from the civilized world although not 
behind the Iron Curtain. Hereditary aristocracy, with special rights 
and privileges, is not generally tolerated, and benefit of clergy— 
the privileging of the educated to be above the laws binding the 
common man—is forgotten. In the eye of the law we all enjoy 
equality in political and legal rights; and yet, while we think we 
have this equality, there are still privileges which deny to some 
the opportunity enjoyed by others. As long as these are recog¬ 
nized and tolerated, true justice will be impossible. We accept as 
a matter of course, by custom and through long habits of thought, 
conditions which close the door of opportunity to millions, which 
shorten their lives and bring disaster. 

The French have given us a phrase which has passed into gen¬ 
eral use—laissez faire. Freely translated, this means "leave alone.** 
It is an answer to the old fallacious teachings of mercantilism, 
which looked to the state to regulate and control economic life. 
It is the only sound principle by which men can live, with faith 
in the individual and his ability to live his own life according 
to natural law, to make his own decisions, and to choose his own 
objectives, always on condition that he must respect the equal 
rights of others. 

This phrase, laissez faire, describes something at which we may 
well aim. We often hear that it has failed; and, because of its 
alleged failure, some say that we must revert to the old reac¬ 
tionary doctrine of the supremacy of a totalitarian state, resur¬ 
rected under such phrases as the welfare state, or a planned 
economy. The answer is that laissez faire has "failed” for exactly 
the same reason that Christianity has "failed**—it has never been 
tried. We have never given true allegiance to the laws of nature 
and trusted men to live their own lives—not even in Aemrica, 
where we make so much of liberty. Laissez faire will admit of 
no halfway loyalty. We cannot say that we will trust in the natural 
law to govern men’s behaviour except . . .! It is like a theory of 
mechanics building upon all the laws of science except gravitation. 
We have never left men free. The government has always 
meddled. 

Of course, for true freedom, we must have government, for 
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liberty is possible only under law. It is the duty of the state to 
protect us from our enemies and from our fellows and from some 
natural hazards. When the state goes beyond these limitations and 
trespasses on the natural rights of the individual it violates its 
trust. 

A conspicuous case of the state interfering with natural rights 
lies in our commonly accepted system of absolute ownership of 
land. The world and its natural endowments are the gift of the 
Creator, and there is not the slightest reason to suppose that this, 
the first necessity of life, was put here for a few to the exclusion 
of the many. Yet we, and all the so-called civilized countries, 
have built up a system of land tenure which has made possible 
a monopoly of the earth so that the privileged can exact from the 
vast majority payment for a spot in which to be born, to live, or 
to die and be buried. 

Contrary to common opinion, there is in many lands, including 
our own, very real monopoly of land. Relatively a small propor¬ 
tion of the people own a large proportion of desirable land. To 
make it worse, much of this land is held virtually idle, in the 
hope of an unearned profit resulting from the pressure of popula¬ 
tion and benefits of government for which all the people pay. 

This absolute ownership of land is at variance with primitive 
custom, where land is a common possession, and contrary to our 
own traditions and to established law. It is a hangover from the 
old feudal system and its latter day counterparts, such as the 
"landed aristocracy," in which the masses were tenants, and the 
old "manorial" system of patroons in the Hudson Valley, ended 
by the Anti-rent War of the 1840s. 

The idea of absolute property in land, with no restrictions, 
is quite unknown in English law, and the Constitutions of many 
of our states give no recognition to such absolute ownership. 
Nevertheless, and though leaders and thinkers have raised their 
voices in protest, ignorance, inertia, and indifference still keep 
alive this privilege. Can any man believe that the prime essentials 
of life, the basic things without which it is impossible to pick a 
fruit, to raise a blade of grass, or to catch a fish, or for that matter 
even to have a foothold upon the planet, were created to be 
monopolized by a few? Have the rest of mankind no right to so 
much as a spot whereon to be born or a grave in which to lie, 
without asking charity or paying tribute to a privileged class? We 
talk about monopoly, but there is no monopoly to be compared 
to the monopoly of the first essential of life, based on the system 
which condemns each newborn baby to pay throughout life a 
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tribute to the landowner, unless perchance he happens to be one 
of the fortunate ones who, instead of paying tribute, exacts it. 

We cannot have true laissez faire as long as we create arti¬ 
ficial conditions conducive to injustice; and, if we persist in per¬ 
petuating an artificial and disastrous monopoly, we resort to arti¬ 
ficial measures for its remedy. "Nationalization” of the land and 
its redistribution, or its leasing by the state as universal landlord, 
would be the height of folly. Land titles must be preserved and 
respected, and the landowner must be protected in the full en¬ 
joyment of his land by untaxing its use. All we have comes from 
the land, and it becomes a question of whether we shall tax the 
ownership of land or its profitable and productive use. Taxation 
must fall on the landowner, and it is far better to tax the land 
than the use to which it is put. 

Such a change will bring land into use and broaden opportunity 
for multitudes. It is true that many in the cities have no desire to 
turn farmer, but it is also true that many do so desire, and desire 
it most earnestly. They want to get into the country, where they 
can own some land, have gardens, raise some of their food, and 
perhaps keep a few animals. Unquestionably, if we had a saner 
policy, agriculture would be in far happier position and farmers 
would be able to earn decent incomes, without dependence upon 
wretched doles and pampering by the government. Under better 
conditions, unquestionably many would turn farmer in earnest, 
for there seems to be an instinctive desire to get closer to nature. 

In the early days, life was simple, luxuries were few, many 
lived humbly, but everybody had enough. If a man did not like 
the terms of his employment, he could strike out into the wilder¬ 
ness and support himself and his family by what he could raise, 
shoot, and trap. Jefferson well said that our people would con¬ 
tinue "independent and moral so long as there are vacant lands 
to which they could resort—they can quit their trade and labor 
in the earth.” This was a great safeguard protecting us from 
exploitation in the early days. 

The days are over when we can boast that "Uncle Sam is rich 
enough to give us all a farm.” Land monopoly, with increasing 
population and increasing pressure on our resources, becomes 
daily a more threatening condition. With the disappearance of the 
last frontier, many lost their opportunity for free living; and 
poverty came; and this gives us a clue to the riddle of poverty, 
and why the wage-worker is often at a disadvantage; today he 
often lias no choice but to accept employment at the hands of 
another. 
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Wages are earned; and, as we have seen, interest is the reward 
of self-denial and for doing without today in order to provide 
something of lasting service instead of consumption goods. But 
rent? It is the differential in desirability of different land hold¬ 
ings and is inescapable; but, if it can be said to be earned, it is 
earned by society and, in justice, should be returned to all. Failure 
to do this means that the exactions of the tax-collector must de¬ 
fraud the worker—be the work manual or mental—of a large 
part of the production which constitutes his natural wage. 

To insure the greatest degree of freedom and of opportunity 
to all men, reform of our system of land taxation is imperative. 
We would go further: we believe that it will be utterly impossible 
to check the fast-growing canker of communism until we re¬ 
establish the right of man to life, liberty, and the pursuit of hap¬ 
piness, giving full respect to property rights, whether individual 
in the product of life and labor, or in very essence communal, as 
products of our common life. 

Coupled with this essential tax reform should go the reestab¬ 
lishment of the Constitution, compulsion on officeholders to ob¬ 
serve the statutory oath which they take and impeachment of those 
who violate it. If we effect tax reform, we shall put an end to 
the utterly unprincipled extortion of private property and its cor¬ 
rupt use; and, if we reestablish the Constitution and clarify and 
strengthen its provisions, we shall again be safeguarded by many 
precautions against excesses of government. We shall be able to 
keep it within bounds and prevent its becoming an instrument 
of oppression, and we shall restore and preserve free local self- 
government, the keystone of our liberty. On the other hand, 
without these two essential changes, the situation looks hopeless* 
and tragic disaster looms ahead. 

Such reforms would go far to restore the natural rights of men 
to life, liberty, and property, as Locke put it in what was the basis 
from which Jefferson drew when framing the Declaration of 
Independence. We often speak vaguely of property rights, and 
it is foolishly said that sometimes we place property rights ahead 
of the rights of man. This is nonsense: property has no rights 
whatever, but tire individual has rights to the property which he 
produces by his life and labor. Your car has no right upon the 
highway unless you drive it there; your shoes have no right upon 
the pavement unless your feet are in them. Property cannot pos¬ 
sibly have any rights, but men have a very sacred property right 
in the product of their life and labor, and upon this keystone 
the whole arch of civilization rests. If we would preserve this 
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right, we must untax it just as far as possible and support our 
government by collecting what is justly a common income. 

We should also abandon everything which creates favored 
classes, enjoying special rights and privileges denied to others, 
or conferring special privileges and exemption from law on 
favored groups. It may seem a small matter, but the writer re¬ 
sents the formal recognition of a "labor” class in our supposedly 
classless society and the establishment of a holiday dedicated to 
its glorification. It seems to be human nature to clamor for free¬ 
dom and equality; but, as soon as we win it, we want to go fur¬ 
ther and set up ourselves as a favored class. In early days the 
''working man” resented class distinctions: now he seeks them 
in favor and privilege for his own group. 

We find organized labor constantly seeking privileges denied to 
others, united to seek preferred treatment, favored employment, 
and special opportunity to the exclusion of other workers. Fre¬ 
quently, special legislation is sought, requiring that public con¬ 
tracts be placed in a way to give them advantage, by the closed 
shop and similar devices, to exclude non-affiliated workers from 
employment. By limiting the opportunity to learn a trade and the 
number of apprentices, they create something approaching a 
monopoly in trades and crafts. Generally speaking, the unions 
are exempt from all anti-monopoly and anti-conspiracy regulations 
and are free to unite to fight as a unit for special privileges. This 
is notably evident in the management of strikes, and particularly 
in sympathetic strikes, for the unions are free to follow policies 
which would land industrial leaders behind the bars or subject 
them to heavy fines. 

The unions have succeeded in denying freedom of speech to 
•employers, who were long forbidden from even expressing opin¬ 
ions about labor unions or about strikes. In contrast with this long- 
enforced control of employers, workers can say practically any¬ 
thing they please and are often free to resort to methods which 
would land others in jail. 

Any full discussion of the complex question of labor relations 
and labor organizations is beyond the scope of this book. There 
are many problems, and we believe that in the long run the way 
to meet them is to eliminate all privilege to favored classes. 

We should avoid all which sets one class against another, 
creditor against debtor, employer against employee, landlord 
against tenant, manual worker against mental worker, and all 
which gives one advantage over the other. Inflation is often aimed 
fallaciously at helping the debtor. Housing and rent-fixing pro- 
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grams discriminate against the landlord and in favor of the tenant. 
The tariff taxes consumers to pay a subsidy to favored manu¬ 
facturers, and it hurts grievously our export trade. Today, the idle 
and the thriftless and those who just don’t like to work have 
"security” paid for by the industrious and thrifty. 

These are but a few illustrations of many, conferring special 
privilege on some and penalizing others, and then, when political 
expediency compels it, granting compensating benefits to groups 
against which we have discriminated. Thus we develop a society 
full of antagonistic elements, class prejudice, and ill feeling; and 
this inevitably leads to communism. 

To end these conditions, we must go hack to the Constitution 
and give it full respect and obedience . We should require all 
public servants from highest to lowest, in all three branches of 
government, to live up absolutely to the oaths which they take to 
support the Constitution. We must respect those clauses in the Bill 
of Rights which define and limit the powers delegated to the 
United States and forbid the encroachment of the federal govern - 
ment upon the states. 

We hear much about our overworked lawmakers and bureau¬ 
crats, and there is constant effort to increase their compensation 
and to add to their numbers. As a matter of fact, a great deal of 
this heavy load they have assumed for the?nselves by violating 
the Constitution and undertaking functions for which they have 
no constitutional authority. If we would respect and enforce the 
Constitution, the load of those in government service, from top 
to bottom, would be lighter, the national payroll would be cut, 
expenses and taxes would be vastly reduced, and there would be 
a far greater measure of general prosperity. Obedience to the Con¬ 
stitution, its clarification in some points, and renewed emphasis 
in other places, would be a simple change which few could 
oppose. 

Jefferson wrote, in 1823, "I believe the states can best govern 
over home concerns, and the general government over foreign 
ones. I wish therefore to see maintained a fulsome distribution 
of powers established by the Constitution for the limitation of 
both and never to see all offices transferred to Washington/’ 
Again in 1911 the Supreme Court said, "Among the powers of 
the states not surrendered, and which power therefore remains 
with the states, is the power to so regulate the rights and duties 
of all within its jurisdiction as to guard public morals, the public 
safety, and the public health as to promote the public convenience 
and the common good.” 
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Although he followed quite a different track when President, 
Roosevelt, when Governor of New York, wisely said: 

"The preservation of . . . home rule by the States is not a cry of 
jealous commonwealths seeking their own aggrandizement at the ex¬ 
pense of sister states. It is a fundamental necessity if we are to remain 
a truly united country.” 

This mere limitation on the powers of the federal government, 
if properly enforced, would put an end to much that paves the 
way for communism. There is nothing in the Constitution to 
justify the TV A, nor to authorize the federal government to en¬ 
gage in charity, the building of houses, the giving of doles, the 
interference with education, or a hundred other things upon 
which the federal government is every day trespassing. And then 
our legislators complain of being overworked! Let them mind 
their own business and obey the Constitution! If these things 
must be done politically, leave them to the states. 

Ours is an enormously rich land, abundantly endowed with 
natural resources, and our people were, until demoralized, in¬ 
dependent, resourceful, courageous, self-reliant and self-respect¬ 
ing. With these two combinations—a rich country and a sound 
citizenry, strong in its passion for liberty—there is no reason 
on earth why we should not be uniformly prosperous, with no 
unmerited poverty. This is especially true in tins modern age 
when there has been such a marked advance in scientific knowl¬ 
edge and in developing the means of production. 

If we live in freedom under a government which no longer 
oppresses us, if we are protected in the enjoyment of those things 
which are ours, if we live in accordance with the laws of a free 
economic society, we can rest assured that all will prosper. Of 
course there may be individual cases of suffering frequently un¬ 
deserved. There will be natural disasters, times of drought and 
flood, disease, pestilence, and accidental death; but the American 
people are generous, sympathetic and kindly; and, if the govern¬ 
ment will protect us in true freedom and no longer exploit us, 
these problems will be easily and willingly met by private charity 
and far more wisely than through a political bureaucracy. 

It may strike the reader that our statements are extreme, but 
they are borne out by the best of evidence and by long experience. 
Possibly the reader will think that we are unduly alarmed at 
recent changes in national life and in our attitude, and that we 
exaggerate the dangers ahead. We believe, on the contrary, that 
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not nearly enough has been done or said to rouse our people to 
action. 

Today, unfortunately, there seems to be a passion, sometimes 
inspired by those who seek the overthrow of our government, to 
urge that we go slow, that we disregard charges made and 
abundantly proven against those in high office. Whenever charges 
are made against officials in public life or dangerous elements 
in society, there is always clamor against those who bring the 
charges and an attempt to place them in the wrong, rather than 
give attention to the charges. It is exactly as if, when we see a 
policeman arresting a burglar, the onlookers, instead of assisting 
in the apprehension of the wrong-doer, should turn their wrath 
upon the policeman and refuse to give him aid because he is not a 
churchgoer, or because his life has not been blameless. 

The question is, can we trust the individual to work out his 
own salvation in freedom, under the laws of God and man, and 
to stand upon his feet, or shall we look to political control to 
regulate the lives of all our people? We have believed that the 
state was the creation of the people: if so, is it not wise to trust 
the people, and to rely on their intelligence, ability and integrity, 
rather than to delegate control to a political bureaucracy? Is it 
wise for the state to assume the responsibility of caring for every 
individual, or is it better that each individual, standing on his 
own feet, and making his own decisions, shall provide for his 
future? Should we not do better to rid our society of handicaps 
which make the future precarious, and to leave it to the indi¬ 
vidual to work out his own salvation, rather than to make each 
citizen a pawn of the state? 

Frankly, we think the outlook is black unless there is a radical 
change very soon. The generation to which the writer belongs 
will soon be passing away, and we must admit in all honesty 
that we have made a mess of nearly every problem that has come 
before us. The whole world is in turmoil, fighting everywhere, 
with prospects of greater and worse wars looming large upon 
the horizon. Our own country is saddled with a debt absolutely 
unprecedented. The annual interest alone is far in excess of total 
expenditures of our national government for everything in any 
five-year period, during the first century or more of our national 
life. We have betrayed our people by repudiating promises and 
breaking contracts, and in all probability this will happen again 
if our debt continues to grow; for, if this happens, it is hard to 
see how we can escape another devaluation. We have abandoned 
liberty and personal responsibility, and the majority of our people 



280 


Common-Sense Economics 


look to the state to protect them and to provide for them, as 
sheep look to the shepherd. 

Unless there is a sharp about-face and that very soon, there 
is only disaster ahead; and if there is a note of pessimism in 
these pages, it is only because we see a danger in the conditions 
and trends of today. The writer believes that the freedom for 
which our forefathers fought nearly two centuries ago is worth 
preserving. He believes that it is wiser for each man to develop 
a sense of responsibility and to realize his obligations to himself 
and to society than to make us all wards of the state. Then, wiping 
the slate clean of all schemes built upon the philosophy of Marx, 
we will be in a position to continue to improve our government, 
our politics, our economics, our whole social life. 

It is to the younger generation, to those in our schools and 
colleges, that we must look; and the responsibility of averting 
disaster lies upon those to whom we must soon turn over the 
reins. Let us hope that they will do a better job in their genera¬ 
tion than we have done in ours, that they will save the ship of 
state from wreck, and that they will put our nation once more 
upon a path of evolution toward a brighter future than any 
civilization on earth has ever seen. The possibilities are great and 
they are within our grasp. 


QUESTIONS 

Has any other great country ever developed as high a standard of 
living and as efficient economic machinery as the United States en¬ 
joyed under free enterprise? 

Granting that there are weak spots in our system, which is the 
better, to correct and improve things by progressive evolution, or to 
reject a system which has proved its worth and revert to ancient 
practices which have always failed? 

Which system is reactionary and which is progressive? 

Is absolute ownership of land desirable and ethical or should we 
accept the opinion of jurists, that land ownership should be subject 
to the supreme rights of all the people? 

Would it be wise, in order to restore to the dispossessed their 
opportunities, to confiscate land and redistribute it? 

Is it wiser to protect our people in the tenure of land and in the 
enjoyment of things which they do in, on and to the land, and to 
effect the just distribution through the collection of ground rent, to 
be used for the good of all through government? 

If such a program would make it possible to abolish a great part 
of our taxes on labor or its products, would it be a social advance? 
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Is it wise to set up organized labor as a favored class to enjoy 
privileges and exemptions granted to no other group? 

Would you favor going back to the Constitution, obeying it and 
supporting it and, if desirable, modifying it by amendment? 

Do you recognize it as the duty of citizenship to study these ques¬ 
tions and to give them fair, unbiased consideration? Do you consider 
it your duty to fit yourself for coping with problems of this nature so 
often mishandled in the past? 



Suggested Reading 

TX7"ITH no attempt to give a bibliography, we offer a few 

' ’ suggestions as supplementary reading. 

In some cases we list books which, to our way of thinking, 
are thoroughly objectionable; but we include them to give the 
reader a chance to see the opposite side of some controversial 
questions. The books are listed in an order roughly following 
the text. The starred books are especially valuable. 

* Collectivism on the Campus by E. Merrill Root (The Devin- 
Adair Company). Excellent: shows how communism has pene¬ 
trated our educational institutions and how insincere are the 
“leftists” in pleading for freedom of speech, academic freedom 
and similar high-sounding aspirations, by which they mean free¬ 
dom for their side and for no one else. Somewhat similar is 
God and Man at Yale by W. F. Buckley, Jr. (Henry Regnery & 
Company, Chicago). 

One of the most important books is * Progress and Poverty by 
Henry George (Schalkenbach Foundation, 50 East 69th Street, 
New York City), the great classic of economic literature and 
essential reading. While we accept unreservedly the major thesis 
of George’s philosophy, this is not a blanket endorsement of 
every word of the book or of all of George’s writings. 

Farming for Famine by the late Colonel E. P. Prentice (Caxton 
Printers, Caldwell, Idaho), out of date, but, for those who want 
to know what went on in the New Deal days, it is useful. An¬ 
other book discussing the New Deal, also out of date, is the Path 
to Prosperity by the author of this volume (Putnam). 

On money there is a wealth of material, a great deal of it 
difficult reading. Perhaps the best general book, although not a 
new one, is *Kemmerer on Money by Professor Kemmerer of 
Princeton (J. C. Winston, Philadelphia). The author was gen¬ 
erally known as the money doctor, because of world-wide en¬ 
gagements to revise money systems of many lands. Excellent, 
and not too difficult. 

Another good book is The Money Muddle by James Warburg 
(Knopf). This too is old, but principles do not change. Generally 
sound. 

On Money and Inflation, the Federal Reserve Bank of Boston, 
has published a pamphlet of forty pages—excellent and the best 
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pamphlet on these matters we know. Obtainable, we believe with¬ 
out charge from the Kazanjian Foundation, Box 431, Westport, 
Conn. 

* Promises Men Live By by Harry Scherman (Random House, 
New York) is excellent and most readable. Calls attention to the 
vulnerability of an economy built, as ours is, on credit. Dramatic, 
interesting and thoroughly sound. Although the author does 
not give definite allegiance to the George philosophy his book 
is consistent with it. 

On price-fixing an excellent little volume is Popular Law¬ 
making by Frederick J. Stimson (Scribner). Old but sound and 
readable. 

For the study of our great corporations there are two statistical 
books issued by the Brookings Institute, Washington 6, D. C., 
Big Enterprise in a Competitive System by A. D. H. Kaplan and 
Share Ownership in the United States by L. H. Kimmel. Much 
valuable information may be obtained from the reports of some 
of our larger corporations, generally sent to anyone asking for 
them. We have found particularly informative, reports of the 
U. S. Steel notably test for 1953, and American Tel. & Tel. 
The interested reader would do well to keep his eye open for 
magazine articles and reprinted addresses by Benjamin Fairless, 
former president of United States Steel, and by Admiral Moreell, 
the Chairman of the Board of Jones and Laughlin Steel Corpora¬ 
tion. Both of these gentlemen have made keen studies in connec¬ 
tion with economic problems which they see as presidents of great 
corporations. 

A highly objectionable pamphlet supporting the Keynes fal¬ 
lacies is by Alvin H. Hansen of Harvard, published by the 
National Education Association of Washington, D. C. We list 
it only as a curiosity and not because it is worth reading.' 

On the income tax there is considerable material. The best 
perhaps is the article by T. Coleman Andrews, former Commis¬ 
sioner of Internal Revenue, under the title of *Lefs Get Rid of 
the Income Tax, published originally in the American Weekly. 
Reprints can be obtained at moderate price from the publishers 
of Human Events, 1835 "K” Street, Nw., Washington 6, D. C. 
Incidentally, Human Events is itself an excellent publication and 
contains much of interest. *Toil, Taxes and Trouble, by Vivien 
Kellcms (Dutton) is a most readable story of personal tax ex¬ 
perience. 

A little book, *The Income Tax, the Root of All Evil by Frank 
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Chodoroff (Devin-Adair, New York City) is good, and a book 
under a blind title— Man to Man —by B. A. Ward (Caxton 
Printers, Caldwell, Idaho) offers excellent discussion of the blun¬ 
dering inefficiency and hopeless conflicts in interpretation and 
enforcement of the income tax law. Only for these studies is it 
excellent, for the "cure” which the author offers for the income 
tax, would be as bad as the disease. 

Of academic interest, but theoretical and discussing only one 
angle, and not for the casual reader, is the Uneasy Case for 
Progressive Taxation by Blum and Kalven (University of Chicago 
Press). Another small publication available from the Govern¬ 
ment Printing Office at Washington is a booklet on federal 
tax rates. The original book covered the years 1930-1940. A 
supplement covered the next ten years, and we believe that an¬ 
other is in preparation. Of interest for a history of the income 
tax and the way in which it has been steadily increased. 

On the tariff there is endless material. We suggest first Henry 
George’s book, Protection or Free Trade (Schalkenbach). David 
L. Cohn’s * Picking America’s Pockets (Harper) is an excellent 
and very interesting study of the disastrous workings of a pro¬ 
tective tariff. Based on the Hawley-Smoot tariff bill, he shows 
interestingly and convincingly how protection defeats its own 
purpose, restricting trade, cutting down employment, and in¬ 
juring everybody. A book which you should not miss. 

*Free Trade—Free World by Oswald Garrison Villard 
(Schalkenbach) is good, and there are two pamphlets worth at¬ 
tention: *Free Trade by Leland B. Yager (Schalkenbach) 25<j>, 
and *The Tariff Idea by W. M. Curtis (Foundation for Economic 
Education, Irvington-on-Hudson, N. Y.) 50^. For the other 
side of the picture, in defense of the tariff, read: Tariffs: The 
Case for Protection by L. E. Lloyd (Devin-Adair) and an in¬ 
expensive pamphlet called A Gatl in Your Ribs by Fulton Lewis, 
Jr., Washington, D. C. We have long admired Mr. Lewis, and 
we hate to see him slip by publishing this lop-sided, prejudiced 
pamphlet, ignoring the most essential elements of the tariff 
question. 

On land-value taxation and land questions generally, the out¬ 
standing book is Progress and Poverty already mentioned. An 
excellent and scholarly study is *! The Philosophy of Henry 
George by Dr. George Raymond Geiger (Macmillan). Dealing 
with this question also there is a little book by the author of this 
volume called The Self-supporting City, dealing particularly with 
city problems of finance, housing, slum clearance, etc. Published 
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by Schalkenbach this is now in process of revision. Again, for 
the sake of giving both sides, we list some books in opposition 
to the Georgist philosophy. There is a small pamphlet by Spencer 
Heath, Roadsend Gardens, Elkridge, Maryland, utterly value¬ 
less, but the most recent attempt at rebuttal of the Georgist argu¬ 
ment. The general proposition is that the landowner renders a 
service of value which compensates for his profiting by ground 
rent and unearned increments. Mr. Heath holds that he serves a 
useful purpose in effecting the distribution of land but, when 
we asked what service is rendered by the owner of a recent city 
lot or a lot occupied by a disease-breeding fire-trap, held vacant, 
or worse than vacant, for many years, we are unable to get a 
reply. Another book which attempts to answer the George argu¬ 
ment is Revolution in Land by Charles Abrams (Harpers). It 
contains very little real argument and is colored by prejudice. 
Incomparably the best, simple and readable book, on what is 
supposed to be a dull subject, but which the author has made 
most entertaining, is *Hou> to Lie with Figures, by Darrell Huff 
(Norton, New York). Of course, elementary and superficial, 
but it should do much to open the eyes of the beginner to com¬ 
mon fallacies. 

On national income there are two small publications, The 
Concept of National Income by Roy A. Foulke (Dun and Brad- 
street, New York,) and Decentralize for Liberty by Thomas 
Hewes (Richard R. Smith, New York). Mr. Hewes was As¬ 
sistant Secretary of the Treasury and, at one time, was Assistant 
Secretary of State. 

A booklet, which we mention incidentally, and which is 
vicious in every respect, is Keynes, Foster and Marx, apparently 
a part of a projected book on "State Capitalism,” which is the 
author’s name for socialism. It is by Earl Browder (7 Highland 
Place, Yonkers, N. Y.). 

An exceptionally able discussion of the TVA is found in 
*‘*The TVA Idea by Dean Russell (Foundation for Economic 
Education). Paper-bound, inexpensive and indispensable, if you 
would understand the TVA and the program which it exempli¬ 
fies. 

* Undermining the Constitution by the eminent lawyer, Thomas 
J. Norton (Devin-Adair) is an excellent account of the way we 
have reduced the Constitution to waste paper. It should be read 
by everyone interested in preserving our government. With it 
should be read *The Federalist, published in many editions, but 
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we like that of the Modem Library, convenient, well-printed and 
inexpensive. 

No author describes what lies ahead of us, if we do not come 
to our senses, and the way in which we have already wrecked our 
government, better than John T. Flynn in two little books of his, 
(both Devin-Adair) *The Decline of the American Republic 
and *The Road Ahead. Don’t miss these, if interested in pre¬ 
serving the American way of life. 

Two excellent books exposing a dangerous political drift are 
k Our Enemy the State by Albert J. Nock, and Man Versus the 
State by Herbert Spencer (both available from Schalkenbach). 

As to the manner in which we are throwing away our money 
by scattering it all over the world and giving it away with 
reckless abandon an excellent book is * Billions, Blunders and 
Baloney by Eugene W. Castle (Devin-Adair). 


The great work of the present for every man, and every organiza¬ 
tion of men, who would improve social conditions, is the work of 
education—the propagation of ideas. . . . And in this work every 
one who can think may aid—first by forming clear ideas himself, and 
then by endeavoring to arouse the thought of those with whom he 
■comes in contact. ... If thinking men are few, they are for that 
reason all the more powerful. Let no man imagine that he has no 
influence. Whoever he may be, and wherever he may be placed, the 
man who thinks becomes a light and a power. 

—Henry George in Social Problems 
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